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Chemistry and Physics in Accounting 
By F. W. THornTon 


Among the compulsory requirements of the preliminary educa- 
tional tests for applicants for examination for the C. P. A. degree 
in New York are some two out of these three subjects: chemistry, 
biology, physics.. Not a little resentment is felt by accountants 
who, not having had college courses, are called upon to pass 
examination on these subjects, which they consider purely 
academic studies, divorced from the work of public accountants. 
How far cultural qualifications should be imposed as a condition 
to the granting of a degree is a question that I do not wish to 
discuss, although, frankly, I have much sympathy with the low- 
brow view. 

Is it a fact, however, that knowledge of chemistry and physics 
is not of much practical value to the accountant? In rather a 
long experience as public accountant a knowledge of chemistry 
has served me to far more purpose than algebra. Some illustrative 
cases may be mentioned. An examination of the inventory of 
a corporation producing copper, nickel, cobalt, gold and silver 
was in progress. Among the items listed at the works in Canada 
was a large quantity of a copper by-product concentrate, listed 
as “copper oxide, 82 per cent.” It had been valued as containing 
82 per cent. of copper. As copper oxide is CuO, it can contain 
only 66 per cent. of copper. The auditor questioned the valuation 
and on reference to the works it was found that the material 
contained 82 per cent. of copper oxide, or 54 per cent. of copper, 
changing the value widely. 

An investigation of certain chemical plants showed Corpora- 
tion A producing cyanide and Corporation B, partly owned, 
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producing sodium metal and having, of course, chlorine as another 
product. Leaving aside other complications, Corporation A 
depended on B for its sodium, and while it owned a large share 
of B there were others interested in B who wanted all the profit 
they could get. Now, the price of transfer of sodium metal 
could not be arranged on the basis of a free market for there 
was none for such quantities, nor could such quantities be freely 
bought at all. The auditor was called upon to make a certified 
statement of the earnings of A in view of possible change of 
ownership. What would have been his position if he had not 
known enough to realize and express clearly the limitations on 
the earning power due to dependence on an arbitrary price 
adjustment with B? 

American iron and steel producers use iron ore containing 
as little as 50 per cent. iron; there is in Brazil—provinces of 
Minas Geraes and Goyaz—certain hard hematite ore containing 
up to 68 per cent. iron; and in Great Britain ores are smelted 
containing less than 35 per cent. iron. All figures are after 
drying. Leaving out of consideration the impurities sulphur and 
phosphorus, the non-chemical accountant, knowing that impurities 
must be got rid of as slag, would be likely to figure 


Brazilian ore 68% useful 32% to slag 
American “ 50% “ 50% . “ 
British “ 35% “ 65% 


But these figures are simply silly. As the iron is present as 
Fe,O, the true comparison is 


(Os) 
(Fe, ) given off (Gangue ) 
metal as gas to slag 
Brazilian ore 68 29.2 2.8 
American “ 50 21.4 28.6 
British 35 15 50 
(Some American ores—Vermillion Range—contain 


over 60% ) 


It becomes evident that in the first case there will be no 
appreciable slag except that derived from the fuel ; that the amount 
of lime and of fuel will be greatly reduced ; and that the relative 
values of the ores bear little relation to the simple figures of 
iron content. Many British works produce two tons of slag to 
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one ton of iron. If, on the other hand, the metal were gold the 
percentage of content would be nearly indicative of value, since 
the cost of extraction would be almost negligible. 

The above are extreme cases; but consider the relative values 
of ores containing respectively 45 per cent. and 55 per cent. iron 
when dried. In the first case the matter entering into the slag is 
35.7 per cent.; in the second case 21.4 per cent. In the first case 
for each ton of contained iron there will be 8/10 ton of matter 
to be absorbed in slag, and in the second case less than 4/10 ton 
of such matter per ton of iron. These figures are widely different 
from the figures that would be derived by an accountant 
having no knowledge of chemistry and show why apparently 
minor differences in ores may cause great difference in values. 
In comparing values put on ore deposits in cases of consolidations 
of blast-furnace enterprises, mental distress awaits the accountant 
who cannot prove to his own satisfaction points of this kind. 
For simplicity it has been assumed that the impurities are all 
alike so that only quantity counts. 

The accounts of a brewery showed high cost of materials. 
(This was before we submitted our bill of fare to Mr. Volstead.) 
The owner explained that it was very good beer. It was. But 
the auditor, having the analysis, could not account for all the 
malt used, and on showing his figures to the brewmaster found, 
to the surprise of the owner, that false yeast had made its 
appearance, and many brewings had been run quietly into the 
sewer. 

But the most common need for some chemical knowledge is 
in cost accounting. C. Wadsworth, one of the editors of 
Chemical & Metallurgical Engineering, in a recent issue of that 
magazine pointed out the absurdities committed by cost account- 
ants in dealing with industries in which chemical and metallurgical 
operations are carried on. He puts the case of a cost accountant 
who, figuring on the output of a manufacturer of salt cake— 
sulphate of soda—reported a profit on sulphate of soda and a 
loss on hydrochloric acid, recommending increase of effort to 
push the sale of the one and the abandonment of the other. An 
elementary knowledge of chemistry might have saved the 
accountant but he did not have it. The process is the treatment 
of salt—sodium chloride—with sulphuric acid, the products being 
sodium sulphate and hydrochloric acid; thus: 
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Hydrochloric 
Sulphuric acid Salt Sodium sulphate acid gas 
H,SO, + 2NaCl = Na,SO, a 2HCl 
Weight 98 117 142 73 


The accompanying water is omitted from the statement of the 
reaction as it takes no part in it. It is clear that for every 142 
pounds of anhydrous salt cake you must make 73 pounds of dry 
hydrochloric acid gas whether you want to do so or not; and not 
only was the suggestion to push the sale of salt cake without 
trying to make and sell the hydrochloric acid a foolishness, but 
the cost accounts themselves, showing a profit on one and a 
loss on the other of two joint products, were necessarily all 
wrong in principle. 

It is ignorance of this kind that brings to cost accountants 
and auditors enmity of manufacturers generally, and the case is 
by no means helped by the positive attitude so often found among 
cost accountants. 

As to physics, a similar condition exists. As an instance of 
the need for a knowledge of physics the case of the gas depart- 
ment of the Public Service Corporation of New Jersey may be 
cited. That company makes much of its gas at Camden, 
distributing it at varying pressure, often 25 pounds to the square 
inch or more, to towns in the central and northern parts of 
the state, the gas passing through pressure regulators which 
bring down the pressure to a few inches of water before it 
passes through the consumer’s meter. To agree the volumes of 
gas manufactured and distributed, taking into consideration 
changes in pressure and temperature, and to compute therefrom, 
even very roughly, the amount lost by leakage or by theft is 
not possible without some knowledge of the laws governing the 
change of volume of gasses under change of pressure and 
temperature. 

It is not necessary nor even possible that accountants should 
have such a thorough knowledge of these subjects as is needed 
by professional chemists. They need not be able to say how 
much the value of iron ore is affected by the fact that it contains 
too much phosphorus for Bessemer pig and too little for basic 
open-hearth work; but they should be able to understand when 
explanations are given to them and to judge of the reasonableness 


of the explanations. 
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The foregoing is intended to show the wide use to which 
some knowledge of chemistry and physics may be put by the 
accountant. It is natural to ask, Where shall he stop? In an 
acetic-acid factory a bowing acquaintance with penicillium glaucum 
might be useful; in a camera-manufacturing plant a knowledge 
of the extreme limit of light rays on the violet side that can pass 
through lens thicknesses of borate glasses; in a shipyard the 
meaning of metacentric height. Indeed, there is no knowledge 
that may not be of some use to an accountant. How much 
knowledge, then, is he chargeable with that he may be rated a 
competent professional? He can’t know it all and must not begin 
to think he does. 

A general knowledge of chemistry and physics is now part 
of the equipment demanded of every intelligent professional man ; 
and even if it were not so their universal application to manu- 
facturing cost accounts would make it worth the while of 
any professional accountant to learn something of them. It is 
probable that if any public accountant, for the lack of an 
elementary knowledge of chemistry or physics, should pass and 
certify accounts where such a knowledge would have demonstrated 
their falsity or have shown them to be grossly misleading, he 
would be subject to severe blame. 

Accountants cannot hide behind the defense that they are 
ignorant of all but figures; they must be equipped to apply a 
reasonable amount of check to everything that affects the accounts 
they certify. Nothing outside of strict accounting seems to be 
more useful for the purpose than some knowledge of chemistry 
and physics. Among the accounting items that are always better 
dealt with in the light of such knowledge are depreciation, 
obsolescence, manufacturing costs, discrimination between capital 
additions and expenses, inventories and the valuations applied 
to natural resources. These are not trifles, and the errors possible 
through ignorance of chemistry far overshadow those differences 
as to which we hear great argument among accountants relative 
to scientific amortization, etc. 

Finally, it cannot be made too clear and emphatic that the 
accountant should not criticise nor pose as an authority on the 
chemistry or physics of operations on which he reports. His 
use of any knowledge he may have of these subjects is to be 
confined strictly to assisting him in understanding and examining 
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accounts and to protecting himself from certifying faulty accounts. 
The combination appraiser, general “industrial engineer” and 
accountant is perhaps the most offensive charlatan on the market 
and is tolerated mostly because so many accountants lack a little 
general technical knowledge to guide them in their strictly 
accounting duties. Most manufacturing involves chemical opera- 
tions; all, without exception, involve questions of physics. We 
report on these operations and even prescribe rules and forms 
for recording them. Shall we say we do not need any knowledge 
of chemistry or physics? 
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Standard Costs 


By ArtHur Lazarus 


Standard costs are often referred to as revolutionary or 
startlingly new. As a matter of fact, such costs represent a 
retreat, but a beneficial retreat, toward earlier cost practices. Not 
sO many years ago manufacturers were content with costing or 
estimating systems. These gave results, but results that lacked 
verification until the balance was struck at the end of the account- 
ing period, when such balance frequently revealed that the 
costing records were far afield and that important items of cost 
had been overlooked or minimized. 

As a reaction to these tabloid but risky cost methods, detailed 
costs came into use. These gave the required information accu- 
rately and in entirety, but the cost information came too late, 
stressed essential and unessential points and was expensive to 
gather. A second reaction set in, which provided for cost 
accounting short-cuts, without the sacrifice of the necessary 
accounting control, and this last development is generally termed 
“standard costs.” 

But it is difficult to discuss standard costs and be certain that 
your readers or hearers will understand your use of the term, for 
it is used variously and indiscriminately. There are, for instance, 
the standard costs for industries, denoting uniform cost methods, 
and there are the standard costs for manufacturers, which imply 
a definite time, material or money allowance for a given operation, 
product or contract. When upon such costs is developed a cost 
procedure that will watch, catch and explain variations from the 
standard time, material or money allowances, we have a reason- 
ably clear use of the term standard costs, as developed by the 
most alert cost expert, even though, for the sake of variety or con- 
trariety he dubs his cost methods scheduled, estimated, specification 
or pre-determined costs. Standard costs, however disguised by 
a new term, work just as well when properly used. The circum- 
stances in which standard costs may be profitably and properly 
used will now be set forth, for it is to be remembered that 
standard costs are not a panacea for all cost ills or troubles. 
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Standard costs should be used 


1. When actual costs come too late, as in aging processes. 
Certain phases of steel manufacture take five or six months in 
process and it is impossible to wait for the completed cost story; 
hence standard costs must be used by the management for esti- 
mating purposes and for purposes of production policies. 


2. When actual costs are impossible to obtain, as in by-product 
industries. It is easy enough to tell the cost of a whole cow, 
but baffling when the cow is once cut up to determine the costs 
of the various parts, except upon some reference to a standard, 
especially for by-products. In most cases this standard is the 
prevailing market. 


3. When actual costs are too expensive. Suppose you are 
manufacturing toy balloons or a cheap grade of pottery. It 
would not be feasible for you to secure actual costs by batches 
or even by processes. In order to cut down the costs of cost 
accounting, you would have to be content with estimated or 
scheduled costs, supplemented here and there by tests of actual 
batches. No one claims that such scheduled or estimated costs 
are an improvement upon the actual costs; on the contrary, they 
are only a compromise. They are costs that are not commercially 
correct, but they are the only kind of costs that the particular 
process or manufacture can economically bear. 


4. When actual costs are unnecessary. Suppose you are 
manufacturing the same thing day after day. It would not take 
you very long to get a firm idea of what the costs ought to be 
and it would be a waste of money to secure detailed costs where 
operations were homogeneous or repetitive in character. The 
story is told of a prominent automobile manufacturer walking 
into his cost department one fine day and telling the five or six 
hundred cost clerks employed there that if they wanted jobs, 
they would better go into the factory, for he had decided to 
abolish the cost department as unnecessary overhead. The story 
is probably apocryphal, but some such procedure is within the 
range of probability, for the particular manufacturer is well 
known as the producer of a highly standardized machine, turned 
out under highly developed methods of operation. It would not 
be possible for the average sash, door and blind mill to disband 
its cost department, when it caters to a specialized trade and no 
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two jobs are much alike. To the automobile manufacturer detailed 
costs were unnecessary, standard costs sufficed. 

5. When actual costs are not typical. The performance of 
a factory on any one day may not be fairly representative of 
its efficiency and such actual performance of a given day cannot 
be profitably used as a measure of efficiency. In order to have 
a measuring rod, a standard of performance is established by 
which to check and compare day-by-day production. The standard 
cost of a particular operation, process or job, however deter- 
mined, provides such a measuring rod. 

6. To provide a basis of fair comparison between factories 
manufacturing the same product. Suppose that a large organiza- 
tion runs fifty to sixty factories—of course such organizations 
exist—and purchases material for these numerous factories at 
various times, how would it be possible to determine the efficiency 
of these factories if the attempt were made to charge them with 
material at actual cost? The cost of material may fluctuate with 
every purchase and from day to day, and the factory managers 
of the various plants cannot control these fluctuations. Therefore 
to place the respective factories upon an equal basis, the material 
is charged to them by the central organization at a cost that is 
identical and standard over a period of time. The test of the 
operating efficiency of the various factories will then lie in the 
manner in which they convert the purchased material into the 
finished product. 

A theory has arisen that standard costs are inimical to actual 
costs. The matter is usually thrown open to discussion under 
the caption “Actual costs versus standard costs.” Standard costs 
are not inimical to actual costs, nor does a belief in the value 
of standard costs imply an abandonment of actual costs. It is 
only because actual costs are not always procurable and do not 
tell the whole story, that resort is made to standard costs. As 
a matter of fact there is no enmity between actual and standard 
costs, but standard and actual costs work hand in hand and are 
much dependent one upon the other. Standard costs are a refine- 
ment of present-day accounting to supplement information not 
clearly or promptly given by actual costs. The sole question involved 
is not whether we shall use either standard or actual costs, but 
whether we shall use standard costs as supplementary to actual 
costs when such are procurable. 
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The impression is sometimes given that standard costs can 
be installed over night. This is not the case, for standard costs, 
to be worth anything, entail the gathering of elemental data, 
which ordinarily can be secured only from the job or process 
stage of cost finding. The following excerpt from a statement 
by an accountant employed in the photo-engraving industry hits 
the nail on the head: 


Costs are now collected on the individual production order and averages 
of like orders over a considerable period of time are built up to cover 
the changes in cost and production that take place in different periods 
of the year, due to slack or heavy demand. When sufficient data have 
been secured through the job-cost method and correct procedure has 
been established, it is hoped to secure the use of standard costs and 
apply the methods of specification-cost systems to the industry to 
reduce the clerical work required as a result of a great number of 
small orders handled. 


As the story of past performances becomes fairly complete 
and comprehensive, it will be possible to simplify the cost 
procedure, to omit the detailed record of job costs and work 
upon the basis of a standard cost; but job and process costs are 
stages which cannot be safely hurdled, for they provide the 
background of fact without which standard costs are only skilful 
guessing. 


Much has been said that is extravagant concerning the estab- 
lishment of standard costs, particularly of their forecasting value. 
If we can effectively determine in advance “profits and losses 
and financial condition under varying conditions of volume of 
business and price range,’ to quote from an over-optimistic 
engineer, why then maintain current costs at all? Why not 
rely solely on estimates or standard costs? The fact is that 
actual business has a way of frequently belying the most carefully 
prepared etimates. At best such estimates or standards are only 
guide posts and not the real thing. 


Again there is danger in the way standards are set, whether 
from without or as a synthesis and reading of the best experience 
of a plant. I have been amazed and filled with admiration by 
the performances of industrial experts who come willy-nilly into 
plants and over night increase production two or three hundred 
per cent. I am interested in knowing whether these miracles 
are permanent cures, whether these dazzling records are main- 
tained when the outside expert leaves the job. That is the 
important consideration. 
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The question in the back of my mind is this: Can standards 
of cost be best established through test runs or from a record 
of actual shop performances? I once put this question to 
a superintendent of costs of an organization that a year or two 
ago did a business of $75,000,000 and this was his answer: 

“I firmly believe that standard costs can be more accurately 
determined from a record of regular rather than from any test 
runs. I feel very sure that when a standard cost is developed 
as the result of even the most careful observation with due 
allowance for all unforeseen contingencies, the test will not accu- 
rately represent the performance. The fundamental reason for 
this is that the test is under special detailed supervision which 
the regular day’s work cannot have. I think, therefore, that an 
average taken from performances covered by complete reports 
will indicate a standard cost which is very much more correct.”’ 

In conclusion, I must express a fear that the agitation for 
standard costs has in some plants thrust an unnecessary burden 
upon the cost department and that the cost department is assuming 
work that properly belongs in the first instance to the engineer- 
ing or production department. In modern plants there is a 
standard time for every operation on each piece and a standard 
allotment of material to be used. Such standard times are the 
basis of the schedule for the various machines and operations. 
Progress charts show at once whether or not jobs, are running 
by the standard time. All of this information is derived from 
the very cards which eventually go to the cost department and 
are converted into money values. There is nothing to be gained 
for purposes of control in resolving the actual accomplishment 
into dollars and cents, for if we control the time and material 
we control the cost. Or, expressing it in a slightly different way, 
if we control the time and quantities we can be content to allow 
the cost to be whatever it may. 

Cost systems that attempt to check labor performances and 
material consumption that can be more easily controlled at their 
source are assuming too heavy an administrative load. Cost 
results given in terms of dollars and cents are not basic data. 
The basic data are times and quantities. The value of the dollar 
fluctuates. The dollar of today is not the dollar of a year ago 
or a year hence. Consequently comparisons of results expressed 
in dollars and obtained at different times are difficult to make. 
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On the other hand, an hour is always an hour and a pound is 
always a pound and comparisons of times and quantities require 
no special allowance or considerations. Such information is of 
continuing usefulness. Accordingly, why not in the first place 
for purposes of shop control compare performances in terms of 
time and quantities? 

Summing up, standard costs, when based upon the necessary 
elemental data, provide excellent cost short-cuts, but standard 
costs are not designed to do the work of the planning, engineering 
or production departments. 
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Professional Prerequisites* 
By E. B. Hawes 


Professional prerequisites are those educational qualifications 
deemed necessary for one to secure pleasure in his chosen profes- 
sion and to obtain success among the business men of the world. 
Should I make statements which differ widely from your best 
judgment think that I do so with three years of experience in 
the evaluation of educational qualifications of young men and 
women desirous of entering the various professional walks of life 
and with thirteen years of experience in business and executive 
work. I am giving you my personal opinion which opportunity has 
permitted me to form—and opportunity has been gracious to me; 
it comes to us all. 

Professional prerequisites must be considered from three 
points of view. To progress directly forward one must keep two 
points in view lest he stray from the direct path of success. The 
captain of the ship Success once said to the pilot: “Keep your 
eye on yonder star,” pointing to the north star. After a quarter 
of an hour, the captain had occasion to note the direction of his 
ship. He discovered he was several degrees off direction. He 
said to the pilot: “I told you to keep your eye on that star,” again 
pointing to the north star. The pilot replied: “We passed that 
d. ... star a long time ago.” Success cannot be reached without 
an objective. To determine an objective a third point of view is 
necessary. Let your vision run from this point of view across 
the direct line of progress and you have determined an objective 
at the point of intersection. Let your profession represent one 
line and all business another line. Your successful auditing of 
business is the point of intersection or the objective of all account- 
ants. A successful audit includes an accurate audit, profitable 
economic compensation and, best of all, pleasurable labors. Profes- 
sional prerequisites are necessary to attain the three enumerated 
things. The points of view from which I shall discuss the subject 
are the prerequisites required of all professions now included in 
the division of examination and licensing of Ohio and the 
prerequisites required by the various state boards of accountancy 
in this country. The objective is the prerequisites which should 





*A paper read at the regional meeting of the American Institute of Accountants, 
Cincinnati, Ohio, November 11, 1922. 
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be required by the Ohio laws in order to place accountancy in 
Ohio on a high standard with medicine, pharmacy, dentistry and 
other long-recognized professions. 

The Ohio state board of accountancy requires that the applicant 
shall present evidence of high-school graduation or the equivalent 
to be eligible for the C. P. A. examination. The total schooling 
beyond the eighth grade is four years. 

The dental board requires one to hold a high-school diploma, 
a standard degree or a teacher’s life certificate. Although this 
requirement is higher than that for accountancy in some subjects 
it is no more valuable as a prerequisite. To hold a teacher’s life 
certificate means that one is already firmly established in the 
teaching profession. To change professions in middle life is like 
changing horses in mid-streaam. The man who makes such a 
change is usually unsuccessful in both professions. The circum- 
stance seldom occurs. It is likewise true that the man who holds 
a standard degree seldom enters the dental profession. The law is 
unusually technical in that no provision is made for one who 
does not possess a high-school diploma but has an equivalent 
education. I hope this section of the law may be amended by 
the next legislature. In addition to a four-year high-school course, 
to enter the dental college one must possess one year of college 
academic work. Before one is permitted to sit in an examination, 
he is required to have had at least three years of technical college 
training. The total schooling beyond the eighth grade is eight 
years. 

The embalming board requires no high-school education and 
only six months of technical training. The educational qualifi- 
cations are so low it is difficult to speak of professional 
prerequisites. These are the lowest educational requirements for 
any profession. 

The medical board requires high-school graduation or the 
equivalent and, in addition, two years of college academic work 
and at least three years of technical training or a total of nine 
years of schooling beyond the eighth grade. 

The nursing profession requires one year of high school or 
the equivalent and three years of technical training, or a total of 
four years beyond the eighth grade. The actual time spent in 
school is equivalent to that required for accountancy although the 
requirement is in reality greater, since three years of the four 
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represent calendar years and not school years. Furthermore, 
the three years referred to include technical training as well as 
general training. 

To sit in an examination for a licence to practise optometry, 
one must have two years of high-school credit or possess an 
equivalent education and, in addition, not less than two years of 
college or technical study. This profession, like nursing, has a 
requirement in length of time equal to that for accountancy but 
in the measurement of education the requirement must be higher, 
as one-half of the time is spent in an institution devoted solely 
to the profession of optometrists. 

The pharmacy requirements are four years of high school 
or an equivalent education and in addition not less than two 
years of technical training, making a total of six years beyond 
the eighth grade. 

The teaching profession demands four years of high-school 
work and four years of college academic work including profes- 
sional studies, or a total of eight years beyond the eighth grade. 
For some classes of teachers, as those of special subjects and 
elementary work, the college requirement is reduced to two years. 
Thus, on the whole, the prerequisite would fall below that for 
the dental profession. 

Permit me to enumerate the professions according to their 
prerequisite educational requirements. I want you to notice if the 
educational requirements in any way compare with the general 
standards of the professions in your community. Listed by this 
method they line up as follows :— 

Medicine 
Dentistry 
Teachers 
Pharmacy 
Nursing 
Optometrists 
Accountants 
Embalmers 

Compared by prerequisites accountancy ranks seventh of the 
eight professions in the division of examination and licensing. I 
make these statements not from my personal opinion but from 
facts, as shown by the laws of Ohio and by the rules and 
regulations prescribed by the different state boards. 
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Accountancy is in its infancy as a profession but its field is 
too great and its work too important to permit the embalmers 
alone, who care for the dead, to remain below it in this require- 
ment. Accountancy should be in the upper half of the professional 
group. 

From the second point of view, I want to show you how 
accountancy in this state compares with accountancy in other states. 
Bear in mind that I am speaking of prerequisite requirements 
at all times, and if my placements are not as you see them it is 
because we are not considering the same facts. 

Thirteen states have no prerequisites. They are mostly southern 
and western states excepting Rhode Island and Maine. Eight 
states demand a prerequisite as established by the state board. 
Neither I nor any other man can give you definite information 
about standards established in that manner. They may be high; 
they may be low; but one thing only is certain: they cannot be 
uniform. As the individual membership of the board changes 
the prerequisites are changed because personal judgment is always 
psychologically different. Wisconsin, Pennsylvania and Califor- 
nia are the only leading states which establish prerequisites in 
this manner. Twenty-four states require a high-school education 
or the equivalent. Ohio, Michigan, Illinois and New York are 
included in this group. This represents the “big middle class,” 
if such a phrase is permissible here. 

Maryland alone requires a course in accountancy in addition 
to high-school graduation. I have not seen a copy of the 
Maryland laws and I cannot state the meaning of a course in 
accountancy. It may mean a correspondence course or it may 
mean a systematic study of accountancy in a standard approved 
day or night school. I should like the opportunity to give the 
laws of Maryland some study and to compare accountancy as a 
profession in that state with accountancy in other states including 
New York, Michigan, Illinois, Wisconsin, Pennsylvania and Ohio. 

The third point of view from which I shall discuss my subject 
represents my conclusion and it is my personal view. I think 
it should be given some study and consideration by the organized 
bodies of accountancy in this state. 

In Ohio, we have several schools approved by the department 
of education for the issuance of degrees. These are granted 
after the successful completion of a four-year night course. It 
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may be completed in half the time in the day schools. It is no 
longer a doubt in my mind that the time is not far hence when 
accountancy must alter its prerequisites if it is to remain in next 
to the last place. Other professions are raising their standards. 
When I entered the medical college sixteen years ago, I did so 
on a high-school education. In 1916 I was appointed entrance 
examiner for the state board of pharmacy. This was the first 
time that pharmacy had made a big step forward in demanding 
definite prerequisites. In 1919 optometry started with a prere- 
quisite higher than accountancy and it is now contemplating a 
higher standard. In 1920 the law became effective which raised 
the prerequisites for the dental profession. Your law has 
remained unamended since its origin. 

How long will you permit your profession to sit on the side 
of the road of progress and watch the procession go by? Since 
the embalmers are still behind you in these requirements, I think 
accountancy should utter that memorable phrase: “They shall not 
pass.” 

In conclusion, to make your profession ethical, to give your 
workers mental satisfaction, to make work enjoyable, to increase 
your efficiency, to standardize to a greater degree the solutions 
to your many problems—all of which would assist in placing 
accountancy upon a higher plane—I recommend a high-school 
education and in addition two years of study of accounting in 
a school approved by the Ohio state board of accountancy. By 
requiring the approval of the state board the technical require- 
ments may be raised from time to time as the profession demands 
without further legislative action. 
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Values in Crude-oil Production 
By Raymonp W. McKEE 


The phenomenal growth of the petroleum industry from the 
drilling of the Drake well in 1859 to the present day is an oft-told 
story, and it will not be repeated here. No doubt can exist that 
the industry ranks as one of the world’s largest and most im- 
portant. Its contributions to the progress of civilization have 
been manifold. And one, after some reflection on the subject, is 
surprised at the number of petroleum derivatives which are 
counted as ordinary necessities of our daily lives. 

Before taking up the accounting features of oil production 
it may be well to discuss briefly and in a general manner the 
sources of crude oil, as well as the methods in use for bringing 
it to the surface. 

In spite of a number of theories on the subject little has been 
learned concerning the origin of oil deposits. Many geologists 
are inclined to accept as a solution the so-called “organic theory” 
—that is, the decomposition, through ages, of animal and vege- 
table organisms and the subsequent formation of the deposits by 
means of chemical action. This is perhaps the most generally 
accepted answer to the problem among students of the subject. 
There exist, however, several other theories, each more or less 
reasonable. In fact it seems altogether possible that all are correct, 
and that the deposits occur as the result of any of several agen- 
cies. Certain it is that the oil found in different localities is of 
varying composition. 

Oil and gas deposits of a value sufficient to justify commer- 
cial exploitation are usually found in what in oil terminology 
are known as anticlines, synclines, monoclines and domes. These 
are simply folds in the earth’s surface, and the gas and oil are 
ordinarily in the higher parts of the fold, water occupying the 
lower portions. Contrary to popular belief, oil does not occur 
in the form of great underground lakes, but rather is found in 
oil bearing sands, shales, sandstones, limestones, etc. The per- 
centage of oil found in sand is referred to as the “saturation.” 
Ten per cent seems to be the generally accepted average satura- 
tion for purposes of estimate, but the amount thereof which is 
commercially recoverable depends altogether upon factors which 
are highly indeterminate. Among these are gas pressure, en- 
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croachment of water, porosity of the sand and the migratory 
nature of oil and gas. 

All the large oil companies and many of the smaller com- 
panies and individual operators employ men whose training and 
experience make them especially adapted to such work for the 
sole purpose of discovering and reporting on new possibilities 
in the way of oil territory. These men are called “oil scouts.” 
Upon the reports of these scouts and some subsequent, though 
often hurried, investigation, millions of dollars are expended in 
the acquisition of oil properties. 

The determination of the proper time to commence develop- 
ing an oil property is influenced by a number of things, among 
which are the financial condition of the company, the policy of 
the management, market conditions and the state of development 
of near-by properties. If the company’s holdings are large and 
there is no immediate danger of a drainage of the oil reserves 
through the development of surrounding properties, the manage- 
ment may defer the drilling of the property for some time, often 
years. On the other hand if drilling is in progress on adjoining 
property it may be imperative that the company develop its hold- 
ings immediately, in order to protect its interests. This may be 
the case in spite of a low market price for crude oil, a condition 
which, in the absence of unusual circumstances, serves to deter 
development work in general. 

After a site has been selected for the location of a well, a 
drilling rig generally is set up in the case of a shallow well, or a 
derrick is erected in the case of a deep hole. Down to 1500 feet, 
a portable rig often will serve, while the heavier type of derrick 
is ordinarily used for wells of greater depth. Several systems 
of drilling are in general use, namely the standard cable-tool 
system, the rotary system, the combination system (a combina- 
tion of the cable-tool and rotary systems) and the hydraulic- 
circulator system. The method to be employed in a specific case 
depends largely upon the formations to be penetrated, the rotary 
being generally used where soft, caving formations are en- 
countered, while the percussion, or cable-tool, method is preferable 
in hard shales, sandstones and limestones. 

Once the rig is in place drilling operations commence and 
ordinarily proceed until either a gas or oil well or a dry hole re- 
sults. If an oil well is brought in and flows of its own accord or 
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if the well is a gasser, it is turned into oil or gas lines respec- 
tively. Often, however, it is necessary to connect the well with a 
pump in order to make it flow. In this event the original der- 
rick, in the case of deep wells, is often left standing. The walk- 
ing-beam and engine used in drilling the well are then utilized in 
pumping. Or the derrick may be entirely dismantled and the 
pumping power be supplied by means of a central power station 
(the jack system), the actual lift being accomplished by a series 
of rods radiating from the central station to the various wells on 
the lease. An electrically driven motor at the well may be used 
instead, and in vicinities where electric power can be had at a 
reasonable figure this has proven the most economical of all 
methods for pumping a well. 

Much has been written and much feeling exists upon the 
subject of fraudulent management and financing of oil com- 
panies. In fact, oil stocks seem almost entirely to have sup- 
planted gold bricks and “green-goods” in the paraphernalia of 
the confidence man; and the unscrupulous bucketshop broker has 
found them a prolific source of profit for himself and his asso- 
ciates. It seems odd that the class of people who invest and 
again invest in wild-cat schemes, the very prospectuses of which 
brand them as pure buncombe, cannot be brought to realize that 
if the promoters really had, as they advertise, millions to offer in 
exchange for a few dollars, they most certainly would be careful 
to see that charity, in this respect, began at home. The presence 
of these promoters in the field of investment does not mean, how- 
ver, that no honest oil companies, conducted on a strictly busi- 
ness basis, exist—any more than the presence of the “income- 
tax expert” in the field of accounting means that the accounting 
profession is wholly composed of shysters. 

Organization and promotion of a reputable oil company are 
much the same as in any other enterprise. Perhaps a greater 
opportunity for the overvaluation of assets exists here than is 
usual, owing to the element of speculation which naturally at- 
taches to oil properties. This condition is one of the most baf- 
fling with which the professional accountant has to deal, since 
his accomplishments are not expected to and seldom include an 
ability to ascertain whether or not properties have been fairly 
valued. Subsequent performance of the properties in question 
alone can determine this. Perhaps the safest course for the ac- 
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countant, in the absence of positive evidence, is a qualification of 
the final balance-sheet. 

The most valuable of an oil company’s assets are its oil and 
gas lands, freehold, leasehold or both, together with the 
equipment necessary to their development and operation. In 
most cases these lands, whether freehold or leasehold, possess 
little value aside from that arising from their mineral, that is to 
say oil and gas, content. If, therefore a company was obliged 
to pay a price thought by the vendor or lessor to be commensurate 
with the value in place of the mineral content, it certainly must 
provide for the maintenance of its capital intact before it can 
consider as income any sales of oil made from such mineral de- 
posit. In short, the company must be assured of a return of its 
capital, that is, the price paid for the property, before it can have 
had an actual earning therefrom. Here arises the theory of deple- 
tion. Depletion, in its generally accepted meaning, may be defined 
as “the gradual exhaustion, through exploitation, of a value which 
attaches to a property by reason of natural resources which form 
a part of it.” Each unit of valuable content extracted causes a 
reduction in the original value of the property and must be offset 
to the extent to which it represents a part of such value by a 
corresponding charge against the income arising from the dis- 
position of the unit. The actual value (called capital sum), for 
purposes of depletion under the federal tax laws, is determined in 
three different ways. 

Assume a company whose balance-sheet immediately after 
organization appears as follows: 





BALANCE-SHEET, A—COMPANY 
January 1, 1921 








ASSETS : LIABILITIES & CAPITAL 
Current ...... $ 100,000.00 Capital stock .. $1,500,000.00 
Oil & gas lands 1,000,000.00 
Equipment ... 400,000.00 

$1,500,000.00 $1,500,000.00 








At the end of six months the company has partly developed 
its holdings, and its balance-sheet and profit-and-loss statement, 
before providing for depreciation and depletion, appear as 
follows: 
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BALANCE-SHEET, A—COMPANY 
June 30, 1921 








ASSETS : LIABILITIES & CAPITAL 
Current ...... $ 477,000.00 tere $ 25,000.00 
Oil & gas lands 1,000,000.00 Capital stock .. 1,500,000.00 
Equipment .... 425,000.00 Profit-&-loss ... 377,000.00 

$1,902,000.00 $1,902,000.00 








PROFIT-AND-LOSS, A—COMPANY 
January 1 to June 30, 1921 


INCOME: 
Oil sales. . ..150,000 barrels @ $3.00.. $450,000.00 
Miscellaneous income .............. 2,000.00 
EE ig cick cued snkiseaineacceas $452,000.00 
EXPENSE: 
RAR ae ie $ 50,000.00 
EE «2 eddy dudet es daaetbaces 15,000.00 
i eS: OR te GR Oe 10,000.00 
NE, CN non 56h snds ene ndaneees aes 75,000.00 


Before providing for 00 
— INCOME) Fors aPlon and sepletion} +> SUNTAN. 


The commercially recoverable reserves are estimated at 
1,000,000 barrels, recoverable during ten years as follows: 


Sa a 250,000 barrels 
SE ha dave cds KS cs 200,000 ‘1 
SE aa ba dkwédes 04008 ed08 150,000 9 
RSs sc bwes deb ieee «habe 125,000 ? 
RE Re rs 100,000 i" 
ee eer 80,000 - 
SE ed cWetiens ods on ce 60,000 as 
Sb bce onccctsotavesten 20,000 “ 
I OY ee ee eee 10,000 * 
RD ites eaves citend 5,000 " 





1,000,000 barrels 
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The foregoing computations are based on cost, assuming 
that the lands acquired were proven property, for this state of 
affairs precludes the use of a discovery value. Discovery and 
other values are taken up later. 

An entry now should be made on the books of the com- 
pany, based upon the above figures, as follows: 


Dr. Depletion sustained ........ $150,000.00 
Dr. Depreciation sustained ...... 63,750.00 
Cr. Depletion reserve ........... 150,000.00 
Cr. Depreciation reserve ........ 63,750.00 


“To charge as expenses and to set up as reserves the 
depletion and depreciation sustained from January 1, 1921 
to June 30, 1921, both dates inclusive.” 


The effect of this entry is to reduce net income for the 
period by $213,750.00 and to set up as reserve accounts an equal 
sum. The balance-sheet and profit-and-loss statement now 
would appear: 


BALANCE-SHEET, A—COMPANY 
June 30, 1921 


ASSETS : LIABILITIES & CAPITAL: 
ES ad Gna webmanee Se Le re $25,000.00 
Oil & gas 
lands ......$1,000,000.00 
Less: deple- 
tion reserve 150,000.00 
MP .cccetiaws iets 850,000.00 Capital stock......... 1,500,000.00 
Equipment .. 425,000.00 
Less: depre- 
ciation re- 
Ns i w-cas 63,750.00 
eee a ee er 361.250.00 Surplus ............ 163,250.00 
$1,688,250.00 $1,688,250.00 


PROFIT-AND-LOSS, A—COMPANY 
January 1, 1921 to June 30, 1921 





INCOME: 
Oil sales. ...150,000 barrels @ $3.00 $450,000.00 
Miscellaneous income ............. 2,000.00 

ND IIE vb oc 0 din cc ccetpaen sc buices $452,000.00 
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EXPENSE: 

Develognnet 6.546 ci 60s cecdiaicnieel $ 50,000.00 
OPERATING: 

ence ok 5S ck 5c celvw's Ces 15,000.00 
Pere errr es oe 63,750.00 
ENED coche stat ' Vicetapucdaaces 150,000.00 
CSOD oo ca abis cap eceaee cea eben 10,000.00 

SOCK TE os ok cacccsscstusdeeseaaue $288,750.00 

WE He's dobes i cuss cavcescawiear $163,250.00 


Now, where no sum other than the cost is involved, the 
method outlined serves to record the periodical depletion sus- 
tained, as well as to reduce the asset value proportionately over 
the life of the mineral deposit. If, however, a value in excess of 
cost is proven to exist, a somewhat more complicated procedure 
is necessary. This value, for tax purposes, arises in one of two 
ways: 

(1) Fair market value, March 1, 1913. The revenue act 
of September 8, 1916 and all subsequent income-tax laws permit 
for depletion purposes a revaluation as of March 1, 1913. This 
is only a matter of justice, since so far as the law is concerned 
the value at March 1, 1913, is capital to the taxpayer. 

(2) The revenue act of 1918 for the first time authorized a 
revaluation when a discovery as defined by the law is made. This 
is simply a concession to the oil industry, as it in effect exempts 
from taxation all capital gain resulting from the discovery of oil 
or other mineral on a property. The readers who are interested in 
the methods for determining either fair market value, March 1, 
1913, or discovery value are referred to the manual for the oil 
and gas industry, issued by the treasury department. 

In order to illustrate the accounting procedure when dealing 
with a value our former set of hypothetical figures will be used. 
The principle in the case of either a fair market value, March 1, 
1913, or a discovery value is the same. For this reason one 
illustration will be given. It must be remembered, however, 
that in dealing with the March 1, 1913, value, the depletion 
actually sustained on such value, and not merely the depletion 
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allowed for tax purposes during the restricted years, must be 
deducted from the value in determining a depletable capital sum 
at the beginning of any taxable year. This is in accordance with 
present regulations. 

The management of A—Company, we will suppose, acquired 
property for $1,000,000.00 as previously shown. Development 
work disclosed large recoverable oil reserves, estimated at 10,- 
000,000 barrels. Petroleum engineers place the value of the 
property at $20,000,000.00, and a discovery can be substantiated. 
The first step is to make a journal entry as follows: 

Dr. Appreciation from discovery; oil & gas lands $19,000,000.00 
Cr. Reserve for appreciation from discovery; oil 
NE TIES ao in ckcubavsnkes t¥best $19,000,000.00 
(1) To record the increased value of oil and gas lands, 
this value arising from the discovery of oil on the land; 
(2) to provide a reserve for the appreciation. 

There were produced during the six-month period ended 

June 30, 1921, 3,000,000 barrels of oil. 


COMPUTATION OF DEPLETION AND 
DEPRECIATION UNITS 
Cost oF Property $1,000,000.00 — 10,000,000 barrels reserves 
equals $0.10 depletion unit based on cost. 
VALUE OF PROPERTY $20,000,000.00 — 10,000,000 barrels reserves 
equals $2.00, depletion unit based on value. 

APPRECIATION ARISING From Discovery $19,000,000.00 + 10,- 
000,000 barrels reserves equals $1.90, appreciation unit. 
Cost or EquipMENT $425,000.00 ~— 10,000,000 barrels reserves 

equals $0.0425, depreciation unit (on cost). 

At the end of the period the following entries are made. 
They are based on the foregoing units and the 3,000,000 barrels 
production shown. 


(1) Dr. Depletion sustained on cost ........... $ 300,000.00 
(2) Dr. Depletion sustained on appreciation in 

I iano Ved cee c oden stad cee ebs ee 5,700,000.00 
(3) Cr. Depletion reserve .........cccccscees 300,000.00 
(4) Cr. Appreciation from discovery, oil & gas 

BED Daves dee ov dc¥eesssu eee 5,700,000.00 
(5) Dr. Reserve for appreciation from discovery, 

eG al BE 8 OR aa 5,700,000.00 
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(6) Cr. Realized appreciation of oil & gas lands 5,700,000.00 
(7) Dr. Depreciation sustained ............... 127,500.00 
(8) Cr. Depreciation reserve ..:.....ccccceeee 127,500.00 


EXPLANATION: (1) Depletion sustained on cost of oil 
and gas lands, being 3,000,000 barrels x $0.10,—depletion 
unit based on cost. 
(2) Depletion sustained on the appreciation in value 
of oil and gas lands, being 3,000,000 barrels x $1.90, ap- 
preciation unit. 
(3) To set up a reserve for depletion of cost of oil 
& gas lands. 
(4) To reduce the appreciation from discovery ac- 
count by the amount of depletion sustained on appreciation 
in value of oil & gas lands. 
(5) and (6) To transfer from the reserve for appre- 
ciation from discovery to realized appreciation of oil & gas 
lands the amount of appreciation actually realized through 
the production of 3,000,000 barrels of the recoverable oil 
reserves. 
(7) To record depreciation sustained on cost; the 
economic life of the equipment is exhausted in the same 
manner as the value of the oil & gas lands. 
(8) To set up a reserve for depreciation sustained. 
Attention is directed to the fact that “reserve for apprecia- 
tion from discovery, oil & gas lands” at all times will be exactly 
equal to the asset account “appreciation from discovery, oil & 
gas lands.” Further that the asset account “oil & gas lands” 
(cost) is reduced periodically through a reserve account by the 
depletion sustained, based on cost. It is also to be noted that 
“realized appreciation of oil & gas lands” reflects the actual 
amount of appreciation in value realized to date. 

In the light of the entries made our profit-and-loss statement 
and balance-sheet would appear as follows: 


PROFIT-AND-LOSS, A—COMPANY 
January 1, 1921 to June 30, 1921 





INCOME: 
Oil sales. .3,000,000 barrels @ $3.00 $9,000,000.00 
Miscellaneous income ...........+. 2,000.00 

GROGE INCOME ..6 oink ees See eeee $9,002,000.00 
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EXPENSE: 
SID a cchivin dddidiend he deuliane $ 50,000.00 
Operating : 
EET TTS FE 15,000.00 
OD 6s, nis c0a6 otawihiis 127,500.00 
SD Sivan ie kd bee ehs ob oe xe 6,000,000.00 
a Or: ae 10,000.00 
CED as. cddi 0 4 0s doe eaa So Cea $6,202,500.00 
I ia ibs Sasa Han esa cod aes $2,799,500.00 
BALANCE-SHEET, A—COMPANY 
June 30, 1921 
ASSETS: LIABILITIES & CAPITAL: 
SNE a c'A craks wosedeieu $9,027,000.00 EL. vas-dmcncne de $25,000.00 


Oil & gas lands, cost.. 1,000,000.00 
Less: depletion reserve 300,000.00 


WP as Ssh es 700,000.00 Capital stock ...... 1,500,000.00 
———_———__ Earned surplus .... 2,799,500.00 
Appreciation from dis- Realized appreciation 
covery, oil & gas lands 13,300,000.00 of oil & gas lands. 5,700,000.00 
EE on cch vases 425,000.00 
Less: depreciation re- Reserve for appre- 
Niu contd pains 127,500.00 ciation from dis- 
——___— covery, oil & gas 
MEE  ileinp ike pase ea cance 297,500.00 "eR Me 13,300,000.00 
$23,324,500.00 $23,324,500.00 


It is to be understood that both the asset and liability ac- 
counts and the income and expense accounts should be so classi- 
fied as to afford whatever statistical information is needed. It 
is questionable whether, within reason, too many asset accounts 
can be carried. 

CLASSIFICATION OF ACCOUNTS 

An exhaustive classification would fill a volume of con- 
siderable dimensions, so that the subdivisions can only be indi- 
cated in a general way. 

Asset Accounts 

Oil and gas lands, cost: subdivide as to leaseholds active and 
leaseholds inactive, royalties owned active and royalties 
owned inactive, freeholds active and freeholds inactive, gov- 
ernmental concessions active and governmental concessions 
inactive, etc. It is sometimes desirable to separate depart- 
mental leases in cases of Indian lands. 
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Appreciation from discovery, oil and gas lands: subdivide as 
above. 

Wells in progress: a subsidiary book is kept on this account, in 
order that the cost of each well may be determined. 

Uncompleted construction job orders. 


Wells investment: subdivide as follows: 


Derricks 

Drive pipe and casing 
Tubing and rods 
Engines 

Boilers 

Flow lines 

Tanks (wooden) 
Tanks (other) 
Buildings (wooden) 
Buildings (other) 
Tools (miscellaneous) 
1. Electric motors 

m. Other well equipment 
n. Pumps and pumping jacks 


rarer reer Se FF 


Farm Investment 

Jack power stations: subdivide as to buildings, equipment, etc. 

Power plants: subdivide as to buildings, equipment, etc. 

Substations: subdivide as to buildings, equipment, etc. 

Electric system: subdivide as to lines, poles, converters, trans- 
formers, etc. 

Boiler plants: subdivide as to buildings, equipment, etc. 

Booster stations: subdivide as to buildings, equipment, etc. 

Telephone and telegraph system: subdivide as to lines, poles, 
buildings, equipment, etc. 

Water system: subdivide as to buildings, equipment, pipe, etc. 

Fire protection system: subdivide as to buildings, solution tanks, 
equipment, etc. 

Tanks: subdivide as to steel, wooden, etc. 

Oil lines and fittings 

Gas lines and fittings 

Oil cleaning and dehydrating plants: subdivide as to buildings, 
equipment, etc. 
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Laboratory ; subdivide as to buildings, equipment, etc. 

Boarding and bunk houses: subdivide as to buildings (wooden), 
buildings (other), furniture, etc. 

Warehouses 

Barns and garages 

Automobiles, trucks and tractors 

Wagons and harness 

Live stock 

Commissary buildings 

Tool houses 

Miscellaneous buildings 

Miscellaneous equipment 

Miscellaneous tools 

Drilling rigs and tools: classify as to type 


Miscellaneous Investment 

Joint operations facilities: subdivide fully 
Warehouse material and supplies 
Commissary stock 

Junk 

Furniture and fixtures 

Office appliances 

Office buildings 

Miscellaneous buildings 

Building sites 

Automobiles, general 

Live stock, general 

Barns and garages, general 
Loading racks 

Railway spurs 

Tank cars 

Oil in storage tanks 

Oil at wells 

Oil in lines 

Oil in transit 


Other assets, such as cash, receivables, prepaid accounts and 
so forth should be properly classified. It goes without saying 
that all inter-company and inter-departmental accounts of what- 
ever nature must be kept separate from accounts with the public. 
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Liabilities 
Liabilities differ in no particular respect from the liabilities 
in any other industry, and for this reason need not be listed. 
Reserves 
Premium on capital stock 
Unamortized premium on funded debt 
Sinking-fund reserve 
Special reserve (specify) 
Contingency reserve 
Depreciation reserve 
Bad-debts reserve 
Reserve for taxes (other) 
Reserve for federal income tax 
Reserve for basic sediment and water 
Reserves for appreciation from discovery (or March 1, 1913 
value): these should be classified as to active and inactive 
leaseholds, freeholds, royalties, governmental concessions, etc. 
Depletion reserves: these should be classified as to active lease- 
holds, freeholds, royalties, etc. _ 
Appreciation 
Realized appreciation from discovery (or March 1, 1913 value) : 
this account should be subdivided so as to show the appre- 
ciation realized in the same classification as outlined above 
for depletion reserves. 
Income Accounts 
In the foregoing treatment of depletion it has been assumed 
that the oil was sold as produced. Depletion for gas extracted 
was not treated separately. The principle is the same for both 
oil and gas and one illustration will serve. However, in the case 
of oil production it sometimes happens that part of the oil is 
run into storage tanks, varying from a fifty-barrel to a fifty-five- 
thousand-barrel capacity, and is held there awaiting a more 
favorable market. In this event both depletion and operating 
costs, forming a part of the cost of oil produced, would seem to 
follow it into storage. This readily can be seen when one con- 
siders that in reducing through depletion the value of the prop- 
erty account, another asset, oil in storage, is set up. The prin- 
ciple involved is exactly the same as in a manufacturing estab- 
lishment. The expense, including depletion, becomes part of 
the cost of such oil. But here a nice problem in cost account- 
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ing presents itself, and its solution is so difficult as ordinarily to 
be impracticable. The main sources of grief are: (1) the diffi- 
culty of computing depletion monthly or oftener, (2) the com- 
plicated records requisite to such cost finding (the records of a 
large oil company are voluminous in their simplest form) and 
(3) the difficulty encountered in getting information and records 
from the field forces. 

It will be noted in the classification which follows that earn- 
ings in a measure are anticipated. This is more apparent than 
real. In charging oil in storage and crediting earnings from oil 
to storage it must be remembered that the concern is dealing with 
a commodity which has an ever-ready market. Oil in storage, as 
a matter of fact, closely approximates cash in the bank. Changes 
in value are at all times taken into account through the second 
account listed, earnings from increased value of oil in storage. 
The account is credited with increases and, conversely, debited 
with decreases in value. This value ordinarily is determined by 
the posted price for oil of the grade under consideration. 


Earnings from oil to storage. 

Earnings from increased value of oil in storage. 

Oil sales (subdivide this account, as well as all other earning 
accounts, so as to segregate inter-company and inter-depart- 
mental earnings. ) 

Gas sales 

Casinghead gas sales 

Water sales 

Steam sales 

Electricity sales 

Royalty income: subdivide as to oil, gas, etc. 

Miscellaneous income: 

Rent earnings 
Tool rentals 
Crop revenue 
Tank car mileage 
Interest earnings 
Ete. 

Commissary sales 

Cost of commissary goods sold 

Commissary supplies & expense 

Commissary labor 

Profit on commissary sales (if a loss, carry as an expense) 
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Expense Accounts 

Oil purchased 

Gas purchased 

Casinghead gas purchased 

Oil and gas losses 

Cost of storage oil sold 

Royalties paid: subdivide as to oil, gas, etc. 

Depletion sustained on appreciation in value: subdivide as to 
royalties, leaseholds, freeholds, etc. 

Depletion sustained on cost: subdivide as in above account. 

Wells Expense: 

—Operation— 

Superintendence 

Wages (classify) 

Supplies & expense 

Depreciation 

Electricity 

Fuel, other 

Gas used 

Oil used 

Automobile expense 

Teaming 

Lubricants 

Small tools 

Water 

Steam 

Pumping power (when supplied by central station) 

Insurance (classify) 

Pumps (when replaced frequently) 

—Maintenance— 

Superintendence 

Supplies & expense 

Repair parts 

Shooting, cleaning-out, etc. 

Deepening 

Farm Expense 


All operation and maintenance should be sub-classified in 
such a manner as to afford the most valuable statistical infor- 
mation. 
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Cleaning and dehydrating plants expense: this may be sub- 
divided so as to show separately the expense for electrical, 
centrifugal, etc., plants if so desired. 

Oil transportation and storage facilities expense 

Gas transportation facilities expense 

Booster stations expense 

Laboratory expense 

Warehouses expense 

Farm office expense 

Miscellaneous farm expense: under this account should be in- 
cluded miscellaneous field expense, abandoning wells ex- 
pense, maintenance of miscellaneous buildings expense, etc. 

Telephone & telegraph systems expense 

Fire protection system expense 


Development expense: 
Superintendence 
Wages (classify as to drillers, tool-dressers, helpers, etc.) 
Depreciation 
Oil used 
Gas used 
Fuel, other 
Water 
Steam 
Electricity 
Rig building 
Drilling (by outside interests ) 
Automobile and horse & wagon expense 
Teaming and trucking 
Lubricants 
Torpedoes 
Small tools 
Insurance 
Geological and engineering expense 
Injuries and damages 
Miscellaneous supplies and expense 
Repairs to drilling rig 
Excavation 
The account development expense should include all i- 
tangible expenditures made in the drilling of a well. 
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Other Expense 

Joint operations expense: subdivide fully. 
Loss on commissary sales 

Marketing expense 

Loading racks expense 

Tank cars operation & maintenance 
Railway spurs operation & maintenance 


Clearing Accounts 
These may include: 

Boiler plants and steam lines expense 

Power plants, sub-stations and electric distribution 
system expense. 

Jack power stations expense: this is also known as 
“central stations expense” and will include cost of 
power used in moving powers, repairs to powers, 
shackle-rods, buildings, et cetera. It should be 
cleared to account “pumping power” under wells 
expense and subdivided to wells in the wells ex- 
pense record. 

Water wells, reservoirs and distribution expense 

Automobile expense 

Horse & wagon expense 

Barns & garages expense may also be included here, 
but preferably is treated as a general lease expense 

It usually will be found the best practice to have as few 
clearing accounts as possible. Where several are carried it hap- 
pens often that a proportionate amount of each is allocable to 
other clearing accounts. An unintelligible mess sometimes results. 

GENERAL 

The various departmental and general overhead expenses 
will not be listed, because they are not peculiar to the industry. 

There are literally thousands of accounting systems in use 
in the oil business, and very little uniformity exists. This is de- 
plorable for a number of reasons, chiefly because it is impos- 
sible to obtain comparative figures. The classification just out- 
lined is far from perfect, but it is believed that with proper 
variation it will serve well in the majority of cases. The reader 
no doubt knows that a classification laying any claim to complete- 
ness would occupy hundreds of pages. 
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EDITORIAL 

Two articles appearing elsewhere in this 
Preliminary issue of THE JOURNAL OF ACCOUNTANCY 
Education are worthy of consideration jointly and 


severally by everyone who has at heart 
the future welfare of accountancy. From time to time it has been 
our custom to comment upon the need for common sense in the 
administration of laws regulating the practice of accountancy, and 
in particular of those provisions of the laws dealing with prelimi- 
nary education. Accountancy as a young profession was more 
or less necessarily recruited from the ranks of persons engaged in 
other walks of life. We had not the apprenticeship system which 
was such a source of strength in Great Britain, and there is no 
likelihood that it will ever be adopted in its full effect here. 
Accountants came from the ranks of business men, engineers, 
executives, etc., and many of them had not the background of an 
education which for lack of a better term we are in the habit of 
designating “high-school graduation or its equivalent.” It would 
have been sheer folly in the early days of accountancy to insist 
that no one should be licensed to practise his profession wao had 
not been graduated from a high school. To begin with, a high 
school was not always very high. In the old days no two were 
alike in standards. That was the reason for the insertion of the 
omnibus expression “or its equivalent.” This left the decision to 
the taste and fancy of the authority charged with the administra- 
tion of the law in each instance. Many of our most eminent 
accountants could not qualify under the strict interpretation of 
the high-school prerequisite. And yet it seems quite likely that 
we are near a point at which a change may be desirable. If our 
readers have read, as they should read, the excellent argument of 
Frank W. Thornton on the necessity for a knowledge of chemistry 
and physics in accounting they will have been imbued with a sense 
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of the usefulness of these subjects which most school pupils do 
not have. Nearly every boy or girl at school looks upon these 
studies as so much unnecessary lumber to make the course difficult 
and exasperating. It would not be astonishing to find that most 
accountants at first glance would overlook the need for knowledge 
of these material sciences. Let them read Mr. Thornton’s dis- 
cussion. 


And everyone should turn to the paper 

Comparative read by E. B. Hawes at a regional meet- 
Requirements ing of the American Institute of Account- 
ants in Cincinnati, in which the eminently 

gratifying statement is made that in Ohio the only profession 
having standards of preliminary education lower than accountancy 
is embalming. We admit that this vocation as a profession was 
somewhat of a novelty in our vocabulary, but embalmers have 
their usefulness. Where would Tut-ankh-Amen be without them? 
Speaking with intense seriousness, however, is it not a lamentable 
state of affairs to find that accountants in a great state such as 
Ohio are placed so near the bottom of the list of professional men 
that they seem but a step away from professional demise? Mr. 
Hawes explains the matter so graphically and tersely that it seems 
superfluous to expand his arguments. It is permissible, however, 
to add that Ohio is not the only state in which the accounting pro- 
fession has preliminary requirements almost farcical in their 
simplicity. Now if these things be true, as unfortunately they are, 
it is not unreasonable to question the propriety of their indefinite 
continuance. How long shall accountancy exist as a learned pro- 
fession before it, itself, insists upon the most rigid enforcement of 
scholastic requirements? We do not mean that it would be desir- 
able ever to require a certificate of graduation from any given school 
or kind of school, but it seems that the time is almost at hand, if it 
be not already here, when no one should be admitted to an account- 
ant’s office even as a junior who is not thoroughly equipped to speak 
and write English, has not a fair knowledge of the classics and is 
unable to recognize a liberal art if he meets one. Examiners of 
candidates for C. P. A. certificates and of applicants for admission 
to the Institute are frequently heard to express amazement at the 
execrable misuse of language which is sometimes displayed. And 
the unfortunate part of it all is that the man who takes up his 
vocation without some knowledge of the finer things in life is not 
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likely to acquire them, at any rate before middle age. He will be 
so extremely busy earning a living and paying the rent that in all 
too many instances he will be unable to enlarge his view during the 
earlier years of his professional life. It is a matter of great diffi- 
culty to determine the extent to which a lack of knowledge of 
English, for example, should act as a bar in accounting examina- 
tions, but in view of such statements as those made by Mr. Hawes 
it seems that consideration at least should be given to the subject. 
And if the time ever comes when higher preliminary standards 
will be required it is to be hoped that the administration of laws 
enforcing such standards will be intelligently conducted. The 
dotting of i’s and the crossing of t’s is not half so important as the 
avoidance of syntactic horrors. 


A case of considerable interest has recent- 
Constitutionality of ly been before the courts of Louisiana in 
C. P. A. Legislation which the whole question of the constitu- 

tionality of C. P. A. legislation is raised. 
The suit was brought in the name of the state of Louisiana against 
one E. J. de Verges, who, it was alleged, had practised as an 
accountant and used the abbreviation “C. P. A.” without having 
obtained a certificate as such under state laws. The defendant 
demurred to the charge upon the ground in part that the act is a 
special law regulating labor and discriminating against all except 
certain persons of a given class and gives to certain persons arbi- 
trary power, permitting them to collect fees for their own benefit, 
which are not paid into the state treasury ; and that it deprived the 
defendant of his liberty without due process of law. The 
judge in the criminal court of the parish of Orleans sustained a 
part of these arguments and held the act creating a state board of 
accountancy unconstitutional. An appeal was taken by the state 
and decision has now been handed down by the supreme court of 
Louisiana which will probably be frequently cited. The court said 
in part: 

It is important to note that the law does not purport to prevent 
or punish the practising of accountancy without a licence or certificate 
from the board, but only the holding of one’s self out to the public as 
possessing the certificate which it is authorized to issue under the 
provisions of the act, the practising as a certified public accountant, 
and the using of the abbreviation “C. P. A.” or similar letters of 
designation to deceive the public into believing that the person so 
acting is a certified public accountant under the law, without first 


undergoing the examination by the state board of accountants as 
required by said statute and otherwise complying therewith. In other 
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words, any one is at liberty to practise as an accountant, notwith- 
standing this law, so long as he does not represent himself to be a 
certified public accountant, as defined thereby, or use the abbreviation 
“C. P. A” or similar letters or device to indicate that he is a certified 
public accountant. 

It is true that neither morals, health nor safety of any one is 
jeopardized by the practising of this Po rofession, however incompetent 
a person may be, but the power of the state in matters of this sort 
is not confined to professions involving such consequences. It may 
also act whenever the general welfare requires to protect the public 
in the skilled trades and professions against ignorance, incompetence 
and fraud. 

We think, therefore, that the legislature, in the public interest 
and for the general welfare, unquestionably had and has the power to 
regulate the highly skilled and technical profession of public account- 
ing in the measure which it did. 

With regard to the fees prescribed and their disposition, they 
were undoubtedly intended to cover the expense of making effective 
the provisions of the law and are in no sense a tax or contribution 
for private persons, any more than any other examination or inspection 
fees under other laws for the enforcement of police regulations. 

For the reasons assigned, the judgment appealed from is annulled 
and set aside, and this case is remanded to be proceeded with according 
to law and the views herein expressed. 

One of the most striking features of the 

Danger in decision was a minority opinion ren- 
Incompetence dered by C. J. O’Niell, who concurred in 
the result but not in the expression that 

the practising of the profession of public accountant by an incom- 
petent, however incompetent, does not jeopardize the safety of 
anyone. There is real and great jeopardy in incompetence. This 
dictum should be impressed upon everyone in the business world. 
Some so-called accountants have displayed a belief in the theory 
that incompetence works no injury and does not imperil the safety 
of anyone. Some of the men of affairs who are ready to employ 
incompetents describing themselves as accountants, experts, 
efficiency engineers and what-not might also with advantage con- 
sider the words of Justice O’Niell. If we were to return to the 
days of wall mottoes his opinion in gilt letters would make an 


admirable ornament in many offices. 


We are receiving inquiries from various 

Registration in parts of the country as to the possibility 
District of Columbia of obtaining C. P. A. registration in the 
District of Columbia under the law which 

has just been passed. Whenever a state enacts C. P. A. legisia- 
tion there is a rush of persons demanding “waiver” certificates. 
And sometimes there are so many trying to creep under the gate 
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that a few of them squeeze through. We hope sincerely that there 
will be no weakness in the administration of the District law. For 
some reasons it is one of the most important laws dealing with 
accountancy in the country. To many persons a certificate emanat- 
ing from the national capital will seem equivalent to a national 
degree. And the things which have afflicted state boards will afflict 
to a greater extent the board which has been appointed by the com- 
missioner of the District. The provisions of the act in regard to 
waiver certificates restrict their issuance to “any person possessing 
the qualifications mentioned in section 4 of this act who is the holder 
of a certificate as certified public accountant issued under the laws 
of any state or territory which extends similar privilege to certified 
public accountants of the District of Columbia, provided the 
requirements for such certificate in the state or territory which 
has granted it to the applicant are, in the opinion of the board, 
equivalent to those herein required; or who is the holder of a 
certificate as certified public accountant, or the equivalent thereof, 
issued in any foreign country, provided the requirements for such 
certificates are, in the opinion of the board, equivalent to those 
herein required ; or who has been practising as a public accountant 
in the District of Columbia for more than three consecutive years 
next preceding the passage of this act, whose qualifications are, 
in the opinion of the board, equivalent to those required by section 
4 of this act, and who shall apply in writing to the board for such 
certificate within six months after the passage of this act.” Else- 
where in this issue of THE JouRNAL OF ACCOUNTANCY we publish 
the act in full and also the personnel of the board recently 
appointed. 
In THE JouRNAL oF AccoUNTANCY for 
Reduction January, 1923, appeared editorial com- 
of Salaries ment upon the fact that the supply of 
accountants in some parts of the country 
exceeded the then demand. We have received a good many letters 
discussing this question and some of them have dealt at length 
with the possibility that an alleged reduction in salaries of staff 
accountants is responsible for diverting desirable men to other 
employment. Efforts to obtain anything like a comprehensive 
expression of opinion in regard to the facts have not produced 
results which would justify a statement as to whether there has 
been a general reduction or not. In some cases the lack of activity 
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during last fall doubtless led to a lower scale of compensation, but 
on the other hand some firms have maintained the rates of pay 
which prevailed in the early months of 1922. Perhaps it would 
be accurate to say that while there has not been a general reduction 
there has been a tendency toward such reduction. If that be the 
case it is not cause for astonishment. The old theory that account- 
ants flourished equally in times of adversity and prosperity has 
been pretty well exploded. As an academic argument it may be 
alleged that accountants should be as busy at one time as at another 
because of the demand for their services when industry and com- 
merce thrive and when business is in difficulties, but the truth is 
that the ordinary accountant whose practice is comprehensive is 
much more active in times of prosperous business than at other 
times. We believe that there is before us an early return to nor- 
mal conditions of business and that in manufacturing and com- 
merce there will soon be a revival, but it seems quite evident that 
such resumption of business will not lead to so highly profitable 
practice as that which followed the war, and consequently those 
employed in the offices of accountants may quite reasonably expect 
that their rates of compensation will be reduced to a point com- 
mensurate with the reduction of their employers’ profits. This is 
a deplorable truth, but a truth nevertheless. 


When the American Institute of Ac- 

Institute Chapters countants was first organized a good deal 

of consideration was given to the ques- 

tion of the formation of local subsidiary bodies, but it was resolved 
that the matter should be postponed for at least a few years. 
Later the holding of regional meetings—each region embracing 
several states—was begun and has continued with generally good 
effect. The question of chapters, however, has been revived from 
time to time and a committee reported at the annual meeting of the 
Institute in September, 1922, a definite proposal for amendment of 
the constitution, which was adopted at the meeting and subse- 
quently confirmed by mail ballot, permitting the formation of chap- 
ters. The constitutional amendment provides that the rules and 
regulations governing chapters shall be prescribed by the council. 
Pursuant to this provision the council of the Institute has now 
adopted a form of by-laws and a form of application for the 
formation of chapters which have been distributed to the member- 
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ship of the Institute. The chapter by-laws are more or less in 
skeleton form and leave the details of operation largely to the 
judgment and wishes of each individual chapter. Obviously there 
will arise many questions in regard to the effect of chapter organi- 
zations upon existing state societies, but inasmuch as the creation 
of a chapter is purely optional it is not expected that there will be 
any serious clash between state societies and bodies directly sub- 
sidiary to the Institute. The great territorial extent of the United 
States makes it difficult for any national organization to remain 
in close touch with its membership throughout the country unless 
there be some local branch in each important district with which 
members may feel themselves closely allied. The right to estab- 
lish chapters is now confirmed and it remains for the members of 
the Institute to signify their interest or lack of interest in the 
matter. 


In the January issue of THE JOURNAL OF 
Retroactive ACCOUNTANCY attention was drawn to 
Regulation the inconvenience and injustice which 
would almost certainly follow upon the 
retroactive enforcement of treasury decision 3414, and it was pre- 
dicted that applied retroactively the decision would lead to the 
courts for adjudication. Since that comment appeared repre- 
sentations on the subject have been made by senators and con- 
gressmen as well as unofficial taxpayers to the commissioner of 
internal revenue drawing attention to the injury which might 
result from the regulation. The replies received by such protest- 
ants have been generally couched in the same terms. The com- 
missioner in several letters which have been referred to us makes 
the following statement: 


In reply I have to state that the matter of making treasury 
decision 3414 without retroactive effect was carefully considered at 
the time of the promulgation of such decision. It is the opinion of 
this office that section 1314 of the revenue act of 1921 should not be 
invoked in this case. 


The section to which the commissioner refers reads as follows: 


Sec. 1314. That in case a regulation or treasury decision relating 
to the internal-revenue laws made by the commissioner or the secre- 
tary, or by the commissioner with the approval of the secretary, is 
reversed by a subsequent regulation or treasury decision, and such 
reversal is not immediately occasioned or required by a decision of 
a court of competent jurisdiction, such subsequent regulation or 
treasury decision may, in the discretion of the commissioner, with 
the approval of the secretary, be applied without retroactive effect. 
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It appears, therefore, that the intent of the bureau of internal 
revenue is to enforce the decision without relief from retroactive 
effect, and the consequence will certainly be an almost incalculable 
inconvenience to taxpayers and the reopening of questions which 
the taxpayer has been justified in considering closed. We do not 
profess to follow the workings of official minds in this matter, but 
to the ordinary layman it must appear that the explanation of the 
commissioner is utterly inadequate. Tax enforcement is a thing 
which is irksome at the best and it is almost incomprehensible that 
a department charged with administration of an unpopular law 
should seem to go out of its way to make the impost more burden- 
some than necessary. The only hope in the case now seems to be 
for a prompt appeal to the courts and for as early a decision as 
may be obtained. We adhere to our opinion that the courts will 
not uphold so onerous and unfair an application of the law as that 
which will result from the enforcement of treasury decision 3414 
as interpreted by the commissioner of internal revenue. 


A case involving the general question of 

Responsibility the responsibility of directors for the con- 

of Directors duct of companies, which has recently 
been decided by the English courts, has 

been the subject of much comment by financial papers and by the 
accounting magazines in Great Britain. One Gerard Lee Bevan, 
ex-chairman of the City Equitable Fire Insurance Company, was 
charged with the issuance of false and misleading balance-sheets, 
and after a series of hearings extending over several months the 
accused was ultimately convicted and sentenced to seven years’ 
penal servitude. Great differences of opinion seem to exist as to 
the extent of Bevan’s direct association with the promulgation of 
false statements. The evidence is long-winded and considerably 
involved, but the substance of it appears to be that whether Bevan 
was directly responsible or not he was legally to blame for permit- 
ting the issuance of statements which misrepresented to a criminal 
degree the condition of affairs of the company. In all probability 
this case will go down to history as establishing a precedent which 
has long been wanted. The office of director, both in Great 
Britain and in the United States, has become almost a synonym 
for sinecure, using that word in its literal sense “without care.” 
The compliment implied in the selection of a director seems to be 
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almost irresistible and one seldom hears of a directorship declined 
because of the inability or disinclination of the nominee to devote 
the time necessary to intelligent administration of a company’s 
affairs. Turn to the list of directors of many of our great 
American corporations and you will find a list of names eminent in 
finance or society. In some instances the number of companies 
served by one man as a director is so enormous that it would be 
physically impossible for these manifold directorships to receive 
more than a cursory consideration. With the growth of corporate 
activity has come this attendant evil of purely nominal direction. 
Company officers are supposed to be and generally are honest and, 
in case accountants are called in to supervise and review the finan- 
cial statements, they also are reasonably expected to be imbued 
with complete veracity; yet the fact remains that the man who 
allows his name to appear on a list of directors has a responsibility 
which he cannot shirk, and, as the Bevan case now demonstrates, 
it is a responsibility which carries with it the implication of legal 
liability. 
In the United States we are not so much 
Directors concerned with the question whether the 
Should Direct guilt of Bevan was direct or indirect as 
we are with the moral which the case 
points in the burden of directorship. Probably there is no great 
difference in regard to the light and casual way of directors in the 
United States and in Great Britain, but it is likely that the possi- 
bility of evil from careless administration is more immanent here 
than anywhere else. We have no companies’ act placing the 
responsibility for the election of auditors and officers upon the 
shareholders; everything is left to a group of directors. The 
shareholder is generally quite indifferent to such matters of detail 
as the selection of managers, auditors and legal advisors. Conse- 
quently, it is not beyond the range of probability that in many cases 
companies come to wreck because of the failure of directors to 
live up to their obligations. Quite recently there has been a 
succession of bank defalcations which would never have been 
possible had the directors of the banks concerned given even half- 
hearted attention to the duties which they undertook to perform. 
If we could have a judgment against the directors of an organiza- 
tion failing because of defalcation or fraud perpetrated under the 
eye of the directorate—in other words, if we could have a Bevan 
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case—it would be a most salutary thing and would remind us that 
a director is supposed to direct. 


Accountants have wonderful opportuni- 
More Opportunities ties for acquiring a livelihood. Someone 

seems to have spread the theory that 
members of a learned profession will accept commissions for little 
jobs handed out to business persons. A few years ago stationers 
had the idea that they could enter into mutually beneficent arrange- 
ments with accountants, and a little later there were appraisal 
companies which were similarly affected. The latest development 
is from a concern which offers to buy accounts receivable, trade 
acceptances, warehouse receipts, personal notes, etc., and the 
circular which is before us contains a promise to the accountant 
that if he happens to meet any clients with such commodities for 
sale the writer of the circular will be glad to pay a commission of 
six per cent. for all acceptable accounts. A reader sends in this 
circular with the comment, “This is pretty raw.” It is worse than 
that—it fairly quivers. 
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EpbITED By STEPHEN G. Rusk 


Treasury decision 3435 is a model of concise statement. We quote 
it in its entirety: 

“Where property is sold by a corporation to a shareholder or member, 
or by an employer to an employe, for an amount substantially less 
than its fair market value, such shareholder or member of the cor- 
poration or such employe shall include in gross income the difference 
between the amount paid for the property and the amount of its fair 
market value. In computing the gain or loss from the subsequent 
sale of such property its cost shall be deemed to be its fair market 
value at the date of acquisition.” 


As most individuals make their tax returns upon a cash-receipts-and- 
disbursements basis this regulation will cause them considerable trouble; 
first, in determining the fair market value and, second, in departing from 
their accustomed method of making return. 

Purchasing property is the initial phase of a transaction entered into 
for profit and generally income cannot be realized therefrom until the 
property is sold. Inventories are usually made at cost or at cost or 
market whichever is lower, and the treasury department has given recog- 
nition to these methods. It is, therefore, difficult to understand why the 
department should expect an individual to inventory or appraise the value 
of property on some other basis and return a profit that has not and 
may never be realized. This ruling, of course, only affects comparatively 
few taxpayers, but it is not in consonance with the broad principles of 
the revenue acts and we doubt if it would be sustained were any one to 
take it into court for adjudication. 

Circuit-judge Rose in the case of Cook v. Tait cites strong argu- 
ments why non-resident citizens of the United States should not be subject 
to federal income tax on income derived from property the situs of 
which is in a foreign country, but he also makes strong arguments why 
they should be subject to such taxation, and he rules that a tax so 
assessed is constitutional. This interesting decision is embodied in 
treasury decision 3436, published in this month’s issue of THe JouRNAL 
or AccounTANCY. We imagine that many non-resident citizens, whose 
income is derived from sources outside of the United States, do not pay 
any income tax to our treasury department even though the revenue acts 
provide that they should. 

Treasury decision 3442 embodies a decision by District-judge 
Wolverton of the Oregon district court of the United States in the case 
of the United States v. Boss & Peake Automobile Co. This decision 
will be found interesting to accountants because of the facts brought out 
by the judge in his analysis of the matter at issue, as well as because 
of the principles of law involved in it. 


TREASURY RULINGS 
(T. D. 3436—February 8, 1923) 


Income tax—Revenue act of 1921—Decision of court 


Income Tax—NoN-RESIDENT CITIZEN—CONSTITUTIONALITY. 
An income tax levied upon the income of a citizen of the United States 
residing in a foreign country, which income is derived wholly from the 
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ownership of real and personal property situated in a foreign country, is 
constitutional. 

The attached decision of the district court of the United States, 
district of Maryland, in the case of George W. Cook v. Galen L. Tait, 
United States collector of internal revenue for the third district of 
Maryland, is published for the information of the internal-revenue officers 
and others concerned. 


District Court oF THE Unitep States, District or MArYLAND—No, 1293. 
George W. Cook, plaintiff, v. Galen L. Tait, collector, defendant. 
[January 22, 1923] 

Rose, circuit judge: The plaintiff is a citizen of the United States, 
who, since 1890, has continuously resided in the republic of Mexico. His 
entire income comes from real and personal property, having a permanent 
situs in that country. The defendant called upon him to make a return 
of his income for taxation. With this demand he complied under protest. 
A tax was assessed upon him, and at the time suit was instituted he had 
paid the first instalment of it, amounting to $298.34, to recover which this 
action is brought, he alleging that the payment was made under duress. 

The defendant has demurred to the declaration, and asserts that the 
single issue presented is whether a tax imposed by congress on the net 
income of a non-resident citizen of the United States, when that income 
is entirely derived from sources within a foreign country, is repugnant to 
the constitution of the United States. In other lands, the attempt to 
impose such a tax has rarely been made. In a report of the British royal 
commission on income tax, which forms part of a memorandum on double 
taxatioa, dated January 28, 1921, of the finance section of the provisional 
economical and financial committee of the league of nations (official 
publications of the league E. F. S. 16-A 16, sec. 3, annex 2, p. 10), there 
is to be found the statement: 


Double income tax arises when two countries charge income tax 
on the same source of income. As it is not ordinarily practicable for 
a state to tax income effectively unless either the source of the income 
or the owner of the income is withjn its borders, it may be said 
broadly that the possibility of effective taxation exists only when the 
source of the income, or the residence of the owner is within the 
state. Although the United States of America charge also the income 
of a citizen even if he resides abroad, this may be regarded as an 
exceptional method of taxation, and the results in revenue depend, 
presumably, in a great measure, on sentiment and patriotism. 

An examination of the accessible laws of all leading countries con- 
firms the accuracy of the above-quoted statement, and seems to indicate 
that this country is probably the only one which attempts to tax a non- 
resident citizen upon income he derives from property permanently located 
in foreign lands. The supreme court has said: 

It may not be doubted * * * speaking in a general sense, that 
the taxing power, when exerted, is not usually applied to those even 
albeit they are citizens, who have a permanent domicile or residence 
outside the country levying the tax. Indeed, we think it must be 
conceded that the levy of such a tax is so beyond the normal and 
usual exercise of the taxing power as to cause it to be be, when 
exerted, of rare occurrence and in the fullest extent exceptional. 
This being true, we must approach the statute with the purpose of 
ascertaining whether its provisions sanction such rare and exceptional 
taxation —United States v. Goelet (232 U. S. 298). 

Shortly after the beginning of the civil war, the demand for revenue 
compelled the government to resort to an income tax. Section 49 of the 
act of 1861 (12 Stat. 309) limited the imposition to incomes of persons 
residing in the United States, or derived, by a resident abroad, from 
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property within this country. Section 16 of the act of 1864 (13 Stat. 281) 
assumed to tax the income of every person residing in the United States, 
and of every citizen of the United States residing abroad, whether that 
income was derived from sources within or without the United States, 
and the same purpose has been clearly manifested by every subsequent 
enactment levying a tax upon incomes, although section 262 of the law 
now in force (42 Stat. 232) provides that under certain circumstances 
not existing in the case of the plaintiff gross income includes only that 
derived from sources within the United States. : 

Article 3 of regulations No. 62, promulgated by the commissioner of 
internal revenue and approved by the secretary of the treasury under 
the revenue act of 1921, provides: 


Citizens of the United States, except those entitled to the benefits 
of section 262 * * * wherever resident, are liable to the tax. 
It makes no difference that they may own no assets within the United 
States, and may receive no income from sources within the United 
States. Every resident alien individual is liable to the tax, even 
though his income is wholly from sources outside the United States. 
Every non-resident alien individual is liable to the tax on his income 
from sources within the United States. 

And article 4 of the same regulations declared: 

An individual born in the United States, subject to its juris- 
diction, of either citizen or alien parents, who has long since moved 
to a foreign country and established a domicile there, but who has 
neither been naturalized in or taken an oath of allegiance to that or 
any foreign country, is still a citizen of the United States. 


There is really no room for question that congress has sought to tax 
the plaintiff's income, and has used words apt to accomplish that purpose. 
Even so, he says it has done a vain thing, for it has no constitutional 
power to submit him to that burden. With much force and learning he 
argues that the sixteenth amendment did not make taxable anything which 
could never before have been taxed. Its purpose and effect was merely 
to exempt a tax upon incomes, no matter whence they came, from the 
requirement of apportionment among the states—Evans v. Gore (253 
U 2 He asserts that the income here sought to be taxed, arising 
as it does from real and tangible personal property, having a permanent 
location, is a direct tax—Pollock v. Farmers Loan & Trust Co. (157 
U..S. 429). He then argues that no one has even contended that congress 
could levy a direct tax upon property in a foreign land, and it must be 
conceded that the idea of doing so does not seem ever to have suggested 
itself to any one. He relies upon Loughborough v. Blake (5 Wheat. 317 
[18 U. S. 146]), where it was said that the power to impose a direct 
tax “extends to all places over which the government extends.” The 
assumption throughout the whole discussion in that case was that the 
power to tax was coextensive with our territorial boundaries. In his 
opinion Marshall held that it reached to them, and, quite obviously, he 
assumed that it did not go farther. 

The plaintiff contends that one state of our union may not levy a 
tax upon real or tangible property having a permanent location in another, 
even when the owner is one of its resident citizens. A Kentucky cor- 
poration owned many freight cars, which it hired out. Most of them 
were habitually used in other states. Nevertheless, Kentucky attempted 
to tax them all. When the case reached the supreme court, Mr. Justice 
Brown speaking for it said: 

We know of no case where a legislature has assumed to impose 

a tax upon lands within the jurisdiction of another state, much less 

where such action has been defended by any court. It is said by this 

court in the foreign-held bond case (15 Wall. 300, 319) that no 
adjudication should be necessary to establish so obvious a proposition 
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as that property lying beyond the jurisdiction of a state is not a 
subject upon which her taxing power can be legitimately exercised. 
The argument against the taxability of land within the jurisdiction 
of another state applies with equal cogency to tangible personal 
property beyond the jurisdiction. 


It was held that the tax was an attempt by the state to take property 
without due process of law, in contravention of the fourteenth amend- 
ment.—Union Transit Co. v. Kentucky (199 U. S. 194). The fifth amend- 
ment imposes a like limitation upon the powers of congress. 

Upon the assumption that an income tax is a direct tax, and is levied 
upon property outside the United States, the plaintiff’s reasoning is clear 
and simple. It is true that if sound, it carries us farther than is necessary 
for a decision of this case, for apparently it would deny the right to tax 
so much of the income of a resident as comes from property located in 
foreign lands. One adverse criticism upon it is that it is clearly estab- 
lished that since the adoption of the sixteenth amendment, an income 
tax is never a direct tax. The effect of that change in the constitution 
was to take a tax upon income derived from sources which had therefore 
made it a direct tax out of that category and put it in the class of excises, 
duties, and imposts—Brushaber v. Union Pacific R. R. Co. (240 U. S. 
1-19) ; Stanton v. Baltic Mining Co. (id. 103-112). Moreover, in the case 
so much relied upon by the plaintiff, namely, The Union Transit Co. v. 
Kentucky, the question of whether a state may validly tax one of its 
residents upon income from sources outside of its jurisdiction, was 
expressly reserved, and subsequently was answered in the affirmative — 
Maguire v. Trefry (253 U. S. 12). The case last cited dealt with the 
income received and enjoyed by a citizen of the commonwealth from 
intangible personal property, the legal title to which was in a non-resident. 
—Maguire v. Tax Commissioner (230 Mass. 503). Nevertheless the 
plaintiff insists that before the ratification of the sixteenth amendment, 
an income tax, as it was clearly not a capitation tax, was either a direct 
tax, subject to apportionment among the states, or was an excise, which 
must be uniform throughout the United States (Brushaber v. Union 
Pacific, supra), and as already pointed out, the amendment does not make 
taxable anything which could not have been previously taxed. (Evans v. 
Gore, supra). Before its adoption he contends that he has demonstrated 
that congress could not lay a direct tax upon property in foreign countries, 
and he asserts that it is equally well settled that its authority to impose 
duties, imposts, and excises was limited to territories of the United States. 
In United States v. Rice (4 Wheat. 246), argued by Wirt and Webster, 
and in which Story delivered the opinion of a unanimous court, it was 
held that merchandise brought into Castine, while that port was held in 
the military power of the British government during the latter part of the 
war of 1812, was not liable for duties, although it apparently still existed 
intact when at the end of the conflict the Americans resumed possession. 

The overwhelming majority of American citizens are also citizens of 
some one or other of the states. The logic, not only of the Union Transit 
Co. v. Kentucky, supra, but of many other cases as well, and the con- 
clusion of some of the most eminent text writers, it is argued, negative 
the power of a state to tax its non-resident citizens upon income derived 
from property not within its borders, and in the case last specifically 
referred to, the conclusion was put, in part at least, upon a ground which 
negatives the existence of an analogous power in the federal government. 
In so contending, it is probable that the existence of certain important 
practical differences between the relation of a state and of the United 
States respectively to their non-resident citizens has been lost sight of. 
One of our American states has little or nothing it can give to one of its 
citizens who take up his residence beyond its borders. If he moves to 
another one of our states, he practically always changes his citizenship 
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at once. There may be rare and exceptional cases in which he does not, 
but if so, it is always within his power to do it when he will, and it is 
safe to assume that he would do so when the state of his prior allegiance 
made an attempt to tax him upon income derived from property located 
in that in which he is living. When he goes abroad, and takes his property 
with him, as a practical matter, the power of his state to give him anything 
in return for his taxes, ceases. He can not call upon it for anything 
which he is likely to want and which it can give. It may not maintain 
diplomatic relations with the country in w hich he is living. It has neither 
an army nor a navy to give moral or physical protection to him. On the 
other hand, he may demand the protection of the United States, and 
often does. To a somewhat indefinable extent, he is entitled to it. To be 
in the position to afford it, the government must maintain diplomatic and 
consular representatives abroad, and keep up land and sea forces. In 
easily conceivable cases, the attempt to assert his rights may involve his 
country in the expenditure of billions of dollars and hundreds of thou- 
sands of lives. If he wishes to retain a citizenship which may cost his 
native land so dearly, it is not altogether unreasonable to require him to 
contribute to its support. For nearly sixty years congress has thought 
that he should. Text writers of high authority here and abroad have 
assumed that he may be lawfully called upon to do so. Webster on 
Citizenship, 163 to 169, and authorities and precedents there cited. More 
than half a century ago, Hamilton Fish, then secretary of state, on 
December 13, 1870, wrote to Mr. MacVeigh, one of our ministers abroad, 
to the effect that “long continuance by a citizen of the United States, in 
failure to make income-tax returns would, as a general rule, justify the 
refusal of recognition of his claim for protection.”—Foreign Relations of 
United States (1871-72, 888). The supreme court itself has said that 
it did not in the slightest degree question that there was power to impose 
an excise duty upon a foreign-built yacht owned by a citizen, although he 
was permanently domiciled abroad. (United States v. Goelet, supra.) 

As to the policy of taxing our non-resident citizens upon their foreign 
located property minds may differ. It may be said it scarcely comports 
with the dignity of the government to impose a tax the collection of 
which it has little power to enforce, and that it is not just to tax a citizen 
who, because he dwells abroad, ordinarily receives from us little at the 
same rate which is levied upon those who are in the daily enjoyment of 
all the benefits the government bestows. Weighty as these arguments may 
seem to be, they should be addressed to congress and not to the court. 

It follows that the demurrer of the defendant to plaintiff’s declara- 
tion must be sustained. 

(T. D. 3442—February 19, 1928) 

Income taxes—Revenue acts of 1916 and 1917—Decision of court 

1. CoNSTITUTIONALITY oF Act oF OcToBerR 3, 1917—ReEtRospecTIVE APPLI- 
CATION. 

The act of October 3, 1917, which is retrospective as of January 1, 
1917, is constitutional and its provisions are applicable to a corporation 
which was in existence during part of the year 1917 but was dissolved prior 
to the ae of the Act. Brushaber v. Union Pacific Railroad Co. (240 
U. S. 1, T. D. 2290) cited. 


2. DissoLveD CoRPORATION—LIABILITY OF STOCKHOLDERS FOR TAxES DUE 
GOVERN MENT. 

Where, upon the dissolution of a corporation, its assets are distributed 
among the stockholders, the latter, under the so-called trust doctrine, 
become liable to the creditors of the corporation at least to the extent of 
the property received by them. This principle applies to taxes due the 
government upon the dissolution of a corporation, although the taxes were 
not assessed until after dissolution. 
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The attached decision of the United States district court for the 
district of Oregon, in the case of United States v. Boss & Peake Auto- 
mobile Co. et al., dated December 11, 1922, is published for the infor- 
mation of internal-revenue officers and others concerned. 


District CourRT OF THE UNITED ar FOR THE DISTRICT OF OREGON. 
o. L- 
United States, plaintiff, v. Boss & Peake Automobile Co., a corporation, 
C. L. Boss and E. W. A. Peake, defendants. 
[December 11, 1922] 


WoLvERTON, district judge: This is a suit in behalf of the federal 
government to recover one-half of the income tax assessed against the 
defendants Boss and Peake, as the shareholders in equal division of the 
Boss & Peake Automobile Co., a dissolved corporation. One-half of the 
tax, namely, $6,202.85, has been paid by the defendant Boss and the other 
half remains due and unpaid. Boss, while not denying liability, claims 
that he has paid his full share of the tax, and that Peake should be 
required to pay the amount remaining due. Peake denies liability, on the 
ground that he was not a stockholder at the time of dissolution of the 
corporation; claiming that prior to dissolution he sold his entire stock 
to Boss, and that therefore Boss, being the owner of all the stock, should 
respond in payment of the entire tax. 

The cause can be disposed of with greater clarity by first ascertain- 
ing whether, as between Boss and Peake, the latter is liable; and, second, 
as between Peake and the government, whether he is liable with Boss 
for the payment of the tax. 

The Boss & Peake Automobile Co. was organized and incorporated 
on November 8, 1916, with a capital stock of $30,000, divided into 300 
shares of $100 each. Of these shares Boss subscribed 149, Peake 149, 
and W. H. Bietau 2. Subsequently Bietau assigned one of her shares to 
R. E. Murphy. Bietau was the secretary of Peake, and Murphy became 
the bookkeeper for the corporation. These two were, however, mere 
holding stockholders, for giving voice at the meetings of stockholders 
and directors; the real ownership being in Boss, 1 share, and Peake, 1 
share. In reality Boss and Peake were equal owners of the capital stock, 
each owning 150 shares, and each having paid into the concern as capital 
investment the full par value of his stock. 

The corporation at once entered upon the business for which it was 
organized, and so continued to June 1, 1917, when, or shortly thereafter, 
its assets were taken over by C. L. Boss Automobile Co. An income tax 
of $12,405.30 was levied upon the earnings of the company from January 1 
to June 1, 1917; the earnings being appraised at $22,549.94. 

On or about May 21, 1917, Boss and Peake had an understanding 
between them, by which Peake was to dispose of his interest in the cor- 
poration to Boss, and the crucial inquiry as between them is, whether the 
agreement was for a sale of Peake’s stock to Boss, or for a dissolution 
of the corporation and a division of the assets of the concern. Peake 
maintains that it was for a sale, pure and simple, and Boss that it was for 
a dissolution, with division of the assets. * * 

(The court here discusses the evidence.) 


What we have of the books consists in a measure of trial balances. 
There was never any inventory of the assets made, and, of course, Peake 
never had any knowledge of such, nor any hand or part in it. The process 
of dissolution was simply for the C. L. Boss Automobile Co. to take over 
the business and assets of the Boss & Peake Automobile Co., in which 
Peake, having resigned as director and assigned his stock to Boss, had 
no part. The whole proceeding was thenceforward directed by Boss and 
McRell. The Boss & Peake Automobile Co., through Boss, its president, 
and McRell, its secretary, passed all of its property by bill of sale to the 
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C. L. Boss Automobile Co., a copartnership; but the Business of the cor- 
poration was not closed until about the 19th day of June, 1917, nor was 
the corporation finally dissolved until the 22nd. 

Referring to the affidavits of Boss and McRell, made at the time the 
tax was assessed, it will become apparent that Boss then had a somewhat 
different theory of the supposed division of the assets between himself and 
Peake; the theory being that there was an equal division of the entire 
assets of the corporation. McRell concretely states what was then done, 
from Boss’s standpoint, as follows: 


That on said Ist day of June, 1917, a division of the physical 
assets of said Boss & Peake Automobile Co., a corporation, was had 
and made by ascertaining from the periodical statement, kept and 
maintained by said corporation, of the value of all the physical assets, 
including accounts and estimated profits, and by such division E. W. A. 
Peake received in cash the full sum of $26,137.15, which “was one- 
half of the value of said assets, as above set out, together with the 
value of a certain desk owned privately by E. W. A. Peake and valued 
at $53.50; in other words, E. W. A. Peake received one-half of 
$52,167.30, which was $26,083.65, plus $53.50, making $26,137.15. 


Boss says, speaking of the alleged agreement of May 21, that the 
assets “were to be divided, 50 per cent. going to myself and 50 per cent. 
going to Mr. Peake.” His testimony now shows that the total assets of 
the corporation were, on June 1, $52,746.64 of which $22,746.64 was carried 
in the profit-and-loss account; that $10,000 of this amount was paid to 
Peake, $11,373,32 credited to himself, and $1,373.32 passed to surplus 
account and subsequently divided between himself and McRell, according 
to their several interests in the copartnership. So that there could not 
have been a physical division of assets, as asserted by Boss and McRell 
in their affidavits addressed to the revenue officers. Nor was there an 
equal division of such assets. There was never an inventory made up of 
the entire assets, brought down to the date of the culmination of the 
transaction, and the parties did not deal with reference thereto when they 
closed their negotiations. This change of position by Boss and McRell 
is of significance in weighing the testimony pro and con touching the 
controversy, and in determining what was the real agreement of the 
parties. 

The income tax was not assessed against the corporation until May 1, 
1920. Peake had no knowledge of it until he received information thereof 
from the office of the collector of internal revenue. The tax is referable 
in small measure to the act of September 8, 1916 (39 Stat. 756), but by far 
the greater: proportion to the act of October 3, 1917 (40 Stat. 300). The 
later act, although passed subsequent to the time the business was conducted 
by the Boss & Peake Automobile Co., is retroactive in its effect. It is 
claimed by Boss that, at the time of the transaction between him and 
Peake, the tax was not in their minds, and that therefore it did not enter 
as an element in their agreement; that only the current liabilities were 
assumed by him. Some of the tax, however, was assessable against the 
property; that is, under the act of September 8, 1916. The parties were 
presumed to know of this, and, of course, they were required to take 
notice of the power of congress to enact a retroactive measure of the 
kind denoted by the act of October 3, 1917. 

It is a matter of moment, also, that the stock had a value beyond the 
mere book value of the assets of the corporation. The enterprise had 
proven to be profitable. On an investment of $30,000, the company had 
earned more than $22,000 in five months, and the goodwill must have 
been of considerable worth. Peake gave up his interest in this when he 
parted with his stock. 
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Considering all the testimony, and the manner in which the parties 
have treated the subject matter of their adjustment, I am impelled to 
the conclusion that the agreement consisted in the sale by Peake of his 
capital stock in the Boss & Peake Automobile Co. to Boss for the lump 
consideration of $25,000; it being understood that Peake should be paid 
the salary due him; and compensation for the furniture which was his 
individual property; and that it was not for a dissolution of the corpo- 
ration and a division and distribution of its physical assets between them. 
As between Boss and Peake, therefore, the former is liable for the entire 
tax, and the latter should not be held accountable for any of it. 

Now, as to Peake’s liability to the government, it is not questioned 
that the United States may sue, as it has done, for the tax. 

The tax provision of the act of October 3, 1917, is retrospective as 
of January 1, 1917, but the act is not unconstitutional because of that 
provision.—Brushaber v. Union Pacific Railroad Co. (240 U. S. 1). 


As is said in Brady v. Anderson (240 Fed. 665, 667) : 


The tax is against the citizens and residents of the United States 
personally. They are chargeable in respect to income: received by 
them. The statement that the tax is upon this income does not 
create an obligation in rem. It is only a way of saying that the 
owner is taxable with reference to the income. 


So is a corporation chargeable with the tax, as a person is charged, 
although the tax is upon its income. 

The government bases its remedy against Peake upon the hypothesis 
that he was a stockholder in the Boss & Peake Automobile Co. when and 
at the time it was dissolved, and that he came into possession of a portion 
of the property in the way of distribution sufficient in value to pay the 
remainder of the tax due, and therefore that he is liable. In other words, 
it is argued that Boss & Peake received the then existing assets of the 
corporation, and that it is immaterial to the government as to what form 
the distribution took, so long as the assets of the corporation were actually 
depleted by the stockholders, whether Peake received his portion in form 
as part of the purchase price of his stock or as a distribution of the 
assets. 

It must be conceded that where, upon the dissolution of a corporation, 
its assets are distributed among the stockholders, the stockholders become 
liable to the creditors of the corporation at least to the extent of the 
property received by them. This is referable to the so-called trust 
doctrine. 

As we have seen, Peake sold his stock to Boss. Having the stock, 
the Boss & Peake Automobile Co., through Boss, as president, and 
McRell, to whom was assigned one share of stock as secretary, by bill 
of sale, sold and transferred the entire assets of the corporation to the 
C. L. Boss Automobile Co. The sale was in due time ratified by the 
stockholders, Boss representing 298 shares of the stock at the time. In 
all of this, Peake had no part. Availing themselves of the corporation 
assets, Boss and McRell were enabled to, and did, organize the C. L. Boss 
Automobile Co., a copartnership, Boss giving to McRell such interest 
only as McRell was able to purchase and pay for. The copartnership 
having been organized and established as an entity capable of holding 
the assets of the corporation transferred to it, Boss and McRell were so 
equipped that they thereupon, through the usual formalities, dissolved the 
corporation at a time when it possessed no assets for distribution. Again, 
in neither the formation of the copartnership nor the dissolution of the 
corporation did Peake have a hand. The logical sequence was that Boss 
acquired all the assets of the corporation, and utilized them as his capital 
in the copartnership, and this by reason of the fact that he had acquired 
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Peake’s stock. Otherwise, he could not have accomplished his purpose, 
simply because Peake would not have allowed it. 

Applying the trust doctrine, it would follow that Boss, and not Peake, 
would be liable for the debts of the corporation, and with them the tax in 
question. Aside from this, it must be borne in mind that Boss assumed 
the liabilities, and Peake was to be relieved of them. 

In Pierce v United States (255 U. S. 398), the Waters-Pierce Oil Co. 
sold and transferred all its property to the Pierce Oil Corporation, and the 
proceeds were distributed among three stockholders. Suit was instituted 
against the Waters-Pierce Oil Co. and the three stockholders for the 
amount of a sentence imposed against the oil company. The bill was dis- 
missed as against the oil company, and the government was awarded a 
decree against the stockholders. 

In the case of Martin v. City of Lexington (210 S. W. 483) all the 
owners of stock in Curry, Brown & Snyder, a corporation, sold and 
delivered to E. L. Martin their share of stock, which transaction he 
attempted to construe as a purchase of the assets. After the sale Martin 
took charge of the business and commingled his merchandise with that 
taken over. He was held liable for taxes assessed against the corpora- 
tion’s stock of merchandise, in a suit to recover against him as a 
stockholder. 

These cases are illustrative. Both proceeded under the trust doctrine 
for recovery; not otherwise. The Martin case is of marked analogy to 
the one at bar. Martin claimed to have purchased the assets, and not 
the stock, but the court held otherwise. 

It was said that Peake depleted the assets of the corporation, and that 
for this he is liable. What he did, so far as the record shows, was to 
loan the C. L. Boss Automobile Co. $9,600, and take as security for the 
payment thereof mortgages on certain cars, which were previously a part 
of the assets of the corporation. The money was advanced to the copart- 
nership by check, and by it turned over to Boss, who utilized it in paying 
Peake in part. The copartnership was left, as we have seen, owing Peake 
the amount of the $9,600. The result was that a part of the previous 
assets of the corporation, but now the property of the copartnership, was 
thus incumbered in favor of Peake. Another circumstance is that Boss 
borrowed $8,537.15 from the corporation on his note, and with this paid 
Peake, in part, the consideration for which he sold his stock. 

Whether this amounted to a depletion of the assets of the corporation 
may be questioned, even though the property had not passed to the copart- 
nership. In the one case, the entity had the money, which was a lien 
upon the cars hypothecated; and in the other it had the note of Boss, the 
equivalent, supposedly, of the money withdrawn from its coffers. But, 
however that may be, a mere depletion of assets, unless accompanied by 
fraud with the view of overreaching creditors, does not afford basis for 
an equitable action to recover against the party receiving the assets with- 
drawn. Dividends are paid out every day, which action in itself is a 
depletion of assets accumulated; yet no one thinks, when the corporation 
has gone into liquidation or insolvency, of suing to recover such dividends. 
So in the present case, unless the supposed depletion is referable to the 
so-called trust doctrine, which it manifestly is not, the government can 
not have remedy on that account. I was impressed at the trial that, 
Peake having received money which came from the corporation, sufficient 
to cover the tax due, he would be rendered liable thereby; but, from the 
foregoing considerations, obviously this can not be the rule. 

The government will have a decree against C. L. Boss for the amount 
of the tax due, with interest and penalty. The bill of complaint will be 
dismissed as to E. W. A. Peake, and the cross bill of Boss & Peake 
Automobile Co. and C. L. Boss against Peake will also be dismissed, 
with costs to Peake against Boss. 
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[Nore—The fact that these answers appear in THE JOURNAL OF 
AccouNTANCY should not lead the reader to assume that they are the 
official answers of the American Institute of Accountants. They merely 
represent the personal opinion of the author.] 


AMERICAN INSTITUTE OF ACCOUNTANTS 


EXAMINATION IN COMMERCIAL LAw 
November 17, 1922, 9 A. M. to 12.30 P. M. 


Answered by Jonn C. TEEVAN* 


NEGOTIABLE INSTRUMENTS 
Answer three of the following four questions: 
No. 1 (10 points) : 

Is the following a negotiable instrument? 

“New York, June 1, 1921. 
I hereby certify that James K. Sloane has deposited with me 

Five Hundred Dollars which I promise to pay to his order on demand 

with interest from date on the return to me of this instrument and of 

my guarantee for the note for Five Hundred Dollars dated June 1, 

1921, made by said James K. Sloane to Thomas J. Smith. 

(Signed) Epwarp F. Wizson.” 
Answer: 

This is not a negotiable instrument. Section 1 of the negotiable instru- 
ments law provides that an instrument, to be negotiable, must contain, 
among other things, an unconditional promise or order to pay a certain 
sum in money. In other words, the promise or order must be to pay at all 
events, absolutely and unconditionally. The promise contained in the 
instrument in question is conditioned on the return to the maker of a 
certain document (the maker’s guarantee in another transaction), which 
renders the instrument non-negotiable. 

The fact that interest is provided for, but no rate specified, does not 
in itself render the instrument non-negotiable. Section 2 of the act pro- 
vides that “the sum payable is a sum certain * * * although it is to be 
paid with interest.” In the absence of a stipulated rate the legal rate of 
interest applies. 


No. 2 (10 points) : 

How would you protect yourself against the danger involved in the 
loss of a negotiable instrument endorsed in blank received by you in due 
course of business? 


Answer: 

By converting the blank endorsement into a special endorsement. The 
holder may do this by placing his name above the blank endorsement. 
Assume that the instrument was endorsed in blank by John Doe and is 
held by Richard Roe. The latter then writes above the name John Doe, 
“Pay to the order of Richard Roe,” or words to that effect. The endorse- 
ment is then special and before th: paper can be further negotiated, it 
must be endorsed by Richard Roe. 


“Instructor in business law, Northwestern University school of commerce, and 
member of the Chicago bar. 
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No. 3 (10 points) : 

What is a “notice of dishonor’ and what is its purpose? 
Answer: 

Dishonor is the failure of the maker or acceptor upon demand properly 
made to pay the instrument when due or the failure of the drawee in a 
bill of exchange to accept, where acceptance is necessary. The paper is 
then said to be dishonored by non-payment or non-acceptance as the case 
may be. Notice of dishonor consists in the notification of the parties 
secondarily liable (drawer and endorsers) of the fact that payment or 
acceptance has been refused. The purpose of such notice is to enable the 
holder to look to the party or parties secondarily liable for payment. Such 
notice must be given by the holder or his agent or by anyone who might 
be compelled to pay the instrument and within the time (24 hours) and 
at the place provided in the act. If the instrument is a foreign bill of 
exchange and is dishonored, it must be formally protested and notice 
then given as above indicated. Notice of dishonor is excused under certain 
conditions or may be waived. See sections 89 to 118 and 152 to 160 of the 
negotiable instruments law. 

No. 4 (10 points) : 

What is an “accommodation party” to a negotiable instrument and 
what is his liability? 
Answer: 

An accommodation party is one who becomes a maker, drawer. 
acceptor of or endorser on a negotiable instrument for the purpose of 
lending his credit to another to enable that other, the accommodated party, 
to raise funds or secure other advantage by the negotiation of the instru- 
ment. No consideration passes between the accommodation party and the 
party accommodated. The liability of the accommodation party is the 
same as that of any other party primarily or secondarily liable to any 
holder, even though such holder knows that he is an accommodation party. 
He is not liable, however, to the party accommodated because of want of 
consideration. 

CONTRACTS 
Answer two of the following three questions: 
No. 5 (10 points) : 

A leased to B a wooden structure in the city of Rochester, New York, 
for a period of ten years. The lease contained an agreement on the part 
of A that in case the structure burned during the term of the lease, A 
would rebuild it for B’s occupancy with all possible diligence. After about 
three years the building was destroyed by fire. Meanwhile the city, by an 
ordinance, had extended its fire limits so as to embrace the property in 
question, the erection of wooden buildings being prohibited. B sued A 
for his failure and refusal to rebuild the structure. Could he recover? 
Answer: 

B cannot recover. This lease was a contract between the parties and 
was subject to all the requirements of a valid contract. One of these is 
that the obligation to be performed must be lawful. That is, the subject 
matter must not contravene any rule of common or statutory law nor be 
opposed to public policy. The ordinance in question, which the city had 
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full authority to pass under its police power, prohibited the erection of 
wooden buildings. At the time of the destruction of the building leased 
by A to B, it was therefore legally impossible for A to comply with his 
agreement to rebuild. The fact that the agreement was lawful when 
entered into is immaterial. 


No. 6 (10 points) : 

What general rule of contract law is embraced in the term “caveat 
emptor”? 
Answer: 

The rule of caveat emptor is confined largely to sales of personal 
property, and imposes certain obligations on the purchaser, where the 
pttrchaser and seller are dealing at arm’s length, that is, where there is 
no relationship between the parties of trust and confidence. The words 
mean “Let the buyer beware.” The buyer must see to it that he exer- 
cises caution and diligence in examining the subject matter of the sale. 
If, having the opportunity to make such examination, he fails to avail 
himself of it or is careless in his inspection, the purchaser cannot complain 
if later he discovers any defects. The rule does not apply, however, where 
the defects are such as not to be discoverable by the exercise of ordinary 
diligence or where the seller has acted fraudulently in concealing the 
defects or remained silent when he was under a duty to speak, as when 
he knows of a defect not ascertainable by ordinary diligence and 
precaution. 

No. 7 (10 points) : 

Under the uniform sales act, what are the remedies of the seller 
when the buyer refuses to accept the goods contracted to be sold? 
Answer: 


(1) The right to sue the buyer for damages for non-acceptance. The 
measure of damages is the estimated loss directly and naturally resulting 
in the ordinary course of events from the buyer’s breach of contract and 
usually consists in the difference between the market price and the contract 
price of the goods. Section 64, (1), (2), (8). 

(2) If the circumstances are such that the goods cannot be readily 
resold for a reasonable price and the buyer refuses to receive them, the 
seller may notify the buyer that he thereafter holds the goods as bailee 
for the buyer. The seller may then treat the goods as the buyer’s and 
maintain an action against the buyer for the price. Section 63, (3). 


PARTNERSHIP 
Answer one of the following two questions: 
No. 8 (10 points) : 
_ A and B were partners in the hardware business. B, because of 
illness, was prevented from attending business for a period of several 
months, thereby throwing the burden of conducting the affairs of the 
copartnership entirely upon A. After B’s recovery A demanded compen- 


station at the rate of $40.00 a week for the extra work which he was 
compelled to do. Upon B’s refusal to comply with the demand the part- 
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nership was ended and A sought to recover the amount demanded by suit. 
Could he succeed? 
Answer: 

A cannot recover. The sickness and resulting inability of a partner 
to perform his share of the partnership duties is a risk incidental to the 
partnership relation and is assumed by all partners in the absence of an 
agreement covering that contingency. Where the burden of additional 
work is thrown on one partner by the wilful neglect of his copartner, a 
different question arises and the courts will allow reasonable compensa- 
tion to the partner who performed the additional work. B’s failure to 
perform his partnership duties in the case in question was not due to 
wilful neglect, but to illness. This was a risk assumed by A on entering 
into partnership with B, and, not having stipulated against such risk <n 
the articles of partnership, he cannot now complain. 


No. 9 (10 points) : 

Smith, Howe & Rogers were partners engaged in the drygoods busi- 
ness. Smith and Rogers advocated the establishment in their store of a 
department for the sale of groceries and similar articles. Howe opposed 
the plan. Could Smith and Rogers overrule Howe’s objection and, as the 
majority partners, proceed with their plan? 

Answer: 

This question involves the right of a majority to govern in the case 
of dispute among copartners (in the absence of a prior agreement between 
them), and is covered by section 18 (H) of the uniform partnership act 
as follows: 


“Any difference arising as to ordinary matters connected with the 
partnership business may be decided by a majority of the partners; 
but no act in controversion of any agreement between the partners 
may be done rightfully without the consent of all the partners.” 
Under this rule, which is simply a codification of the common-law 

rule, the majority governs in all matters having to do with the ordinary 
routine of the business. Where, however, some basic change from the 
partnership agreement is proposed, as the removal of the business from 
one city to another, the admission of a new partner or a change in the 
nature of the business, the consent of all the partners must be had, in the 
absence of any agreement to the contrary. Hence, Smith and Rogers 
have no right to proceed with their plan to establish the proposed new 
department over Howe’s objection. 


CORPORATIONS 
Answer both the following questions: 
No. 10 (10 points) : 

The A B Corporation in the year 1921 made net profits of $50,000, 
or sufficient for a dividend of five per cent. on its stock. No dividend 
was declared, however, and K, a stockholder, sued the corporation for a 
sum equivalent to five per cent. on the stock held by him. Can he recover? 
Answer: 

X cannot recover. The declaration of dividends is vested solely in 
the board of directors, who have a large discretionary power in this regard. 
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Ordinarily the courts will not interfere with the directors’ actions con- 
cerning dividends, provided the directors have acted honestly and for 
what they conceive to be the best interests of the corporation and the 
.stockholders. The mere fact of the existence of profits or surplus will 
not of itself warrant the intervention of the courts. If, however, the 
directors are acting fraudulently in failing to declare dividends year after 
year and an undue surplus is accumulating, the stockholders can secure 
relief ii, a court of equity and force the declaration of a dividend. 

Irrespective, however, of the foregoing, X could not recover in this 
suit. Dividends are not due nor payable until declared; hence a stock- 
holder cannot sue the corporation until after a dividend has been declared. 
If, in the present case, the directors have acted fraudulently or in bad 
faith in failing to declare a dividend, X’s remedy, as above indicated, is 
to file a bill in a court of equity, whereupon the court, upon a proper 
showing, will enter a decree providing for the declaration of a dividend 
by the directors. Upon such declaration, but not before, X is entitled to 
a dividend, and on the failure of the corporation to pay it he may then 
bring suit for its recovery. 


No. 11 (10 points) : 
How are shares of stock of a corporation transferred? 


Answer: 


In the matter of transfer of shares of stock of a corporation, the 
uniform stock transfer act (now in force in fourteen states, including 
New York, Illinois, Pennsylvania and Ohio) provides in section 1, as 
follows : 

“Title to a certificate and to the shares represented thereby can be 
transferred only, 
“(a) By delivery of the certificate endorsed either in blank or to 

a specified person by the person appearing by the certificate to be the 

owner of the shares represented thereby, or 


“(b) By delivery of the certificate and a separate document con- 
taining a written assignment of the certificate or a power of attorney 
to sell, assign or transfer the same or the shares represented thereby, 
signed by the person appearing by the certificate to be the owner of 
the shares represented thereby. Such assignment or power of attorney 
may be either in blank or to a specified person. 

“The provisions of this section shall be applicable although the 
charter or articles of incorporation or code of regulations or by-laws of 
the corporation issuing the certificate and the certificate itself provide that 
the shares represented thereby shall be transferable only on the books of 
the corporation or shall be registered by a registrar or transferred by a 
transfer agent.” 

BANKRUPTCY 
Answer one of the following two questions: 
No. 12 (10 points) : 
What is the object of the bankruptcy law? 
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Answer: 


The object of the bankruptcy act is two-fold. Primarily its purpose 
is to secure a pro rata and speedy distribution of the estate of a bankrupt 
among his creditors. Furthermore, it benefits the bankrupt himself in 
that it provides that he may, upon surrendering all his assets and com- 
plying with the other provisions of the act, secure a discharge whereby 
he is freed from all former debts of an ordinary mercantile nature. He 
is then enabled to commence his economic or business life free from lia- 
bilities which would otherwise prevent him from again establishing himself 
in business. 


No. 13 (10 points) : 

What is a “composition” in bankruptcy? 
Answer: 

A composition in bankruptcy is an agreement and settlement made 
between the bankrupt and his creditors in the early stages of the bank- 
ruptcy proceedings: 

Its purpose is to bring about a quick distribution of the assets and to 
avoid the expense and delay of further bankruptcy proceedings. Either 
before or after adjudication of bankruptcy, but not before he has been 
examined in open court or at a creditors’ meeting and filed a schedule 
of his property and listed his creditors, the bankrupt may offer to his 
creditors terms of composition, that is, the basis or percentage on which 
he proposes to settle with them. Before the offer of composition will be 
approved by the court, it must be accepted in writing by a majority in 
number of creditors whose claims have been allowed. This number must 
also represent a majority in amount of such allowed claims. Further- 
more, the bankrupt must have deposited in a place designated by the 
judge the consideration to be paid by the bankrupt to his creditors and 
also funds necessary to pay in full all debts having priority, such as taxes 
and costs of the proceedings. If the offer is so accepted, the composition 
is then approved or confirmed by the judge, provided that he is satisfied 
that 

(1) It is for the best interest of the creditors; 

(2) The bankrupt has not been guilty of any of the acts or failed to 
perform any of the duties which would be a bar to his dis- 
charge; and 

(3) The offer and its acceptance are in good faith. 


Upon such confirmation, the court then directs the distribution of the 
consideration, usually through the trustee or referee. The case is then 
dismissed and the debtor discharged from all his debts except those, if 
any, which he has agreed to pay his creditors under the terms of the 
composition (as where, in addition to an actual payment, he has executed 
his notes for further sums) and those debts or liabilities which are not 
affected by discharge. If for any reason a composition is not accepted 
or confirmed, the bankruptcy proceedings take the usual course. 
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FEDERAL INCOME TAX 
Answer the following questions: 
No. 14 (10 points) : 

What is the basis for determining the gain or loss from a sale of 
property acquired prior to March 1, 1913? 

Answer: 

Such basis is to be found in section 202 (b) of the 1921 revenue act, 
which provides in substance that the amount to be applied against the 
selling price, in determining the taxable profit or deductible loss, is that 
one of the three values (cost, March 1, 1913, value, and selling price) 
which falls, in amount, between the other two. 

There are six possible cases: 

March 1, 1913, Selling Book profit Taxable gain or 


Case Cost value price or loss* deductible loss* 
1 $100 $120 $150 $50 $30 
100 90 75 25 15* 
3 100 90 150 50 50 
4 100 120 75 25* 25* 
5 100 120 110 10 
6 100 90 95 5* 


The above applies, of course, to sales subsequent to March 1, 1913, 
of property acquired prior to that date. 


Oxnyection SUSTAINED 
Editor, Students’ Department: ‘ 

Sir: With reference to your solution of problem 1, institute examina- 
tions, published in the February issue of THE JouRNAL oF ACCOUNTANCY, 
I would like to call your attention to one point in this solution which 
appears to me at variance with the exact wording of the problem. 

The problem states that the direct labor per ton of product handled 
is a specific amount per ton for departments A, B, C and D. In your 
solution it is noted that you have assumed that the direct labor in 
departments A and B is a certain amount per ton of ingredients handled. 

Will you kindly give me the benefit of your comment on this point? 

Very truly, 
Navy Yard, Puget Sound, Washington. H,. A. Bascock. 

There is only one appropriate comment, and it appears immediately 
above the copy of your letter. There follows, also, a revised solution. 

As there is a shrinkage of 25% in department B, only % of a ton of 
saltero will be obtained from a ton of ingredients. Hence 4/3 of a ton of 
ingredients must be started in department A to produce one ton of saltero. 
The % ton lost in department B will produce % of a ton of scrapto. 

Statement of production cost 
One ton of saltero 








Ingredients: 
me , 8 @ - Bf | Serr rir try $26.67 
O GOR CE Oe Oe. GR... occ nieies oe naceevescacess 20.00 
FP GO OE ee RD 4. oo oc td snesice cecscntens 20.00 
SON Ses ks kn RUD Bee wba Shek Kees Beye 66.67 
Add 10% for handling and storage................. 6.67 
Total cost of ingredients for one ton of product..... $73.34 
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Direct labor: 


SE Ae. DR  AWusds We cendas civehedpedbabteees $25.00 

7 a en Chis ce sdvecsadubdspenndeaneheud 12.50 

CC Wey Oe Mevitew oo. i i cc ciecccecccccs 15.00 
“_D Grinding and packing ................... 50.00 102.50 


Factory expense: 


Departmental : 


me, Be GE SURO. .... occvesise ccc $18.75 
a ere 37.50 
a TN ooo <000ceee cane 
i eM PP oi. dkescavecacs 25.00 96.25 





General : 

















tes dono Sirad Wind nied 6d 8 dae 51.25 147.50 
TS 20a ron ook ten aces od os oe woes een 323.34 
Less profit on % ton of scrapto—% of $40.00 ...... 6.67 
of ££ 2 | SB eree ere ore $316.67 
Statement of profit per ton 

eae We Ss rise is. cc cetera dieerese $600.00 

ee Ee, oe re rere ire eer ee _ $15.67 

I ko oa s Gas as 4nd canedseecaeenss 283.33 

Date Se NN 8. SR 120.00 

BE INI ooo tbo x cc 8S ten bs ke 163.33 





A request has been received for a solution of the following problem: 


The following is a trial balance at December 31, 1921, taken from the 
books of the Black & White Co.: 


Debits Credits 
Es. da hin wine Rlhas BE ie tcl einina et cena t inal $ 25,000.00 
IN site ache ROE a 5 oa Sonia alte 608 “sins cga 125,000.00 
Machinery and equipment .................... 100,000.00 
MED SI ks hoods cia caebab ees 5,000.00 
I GORE a 6's 05's ven 0s cus weds So nies $ 11,750.00 
i cnt ei te cass oa cece sninee smash 1,000.00 
SE I I ccc cccassccccsecneuee 18,500.00 
a ee er re 10,500.00 
Customers’ notes receivable .................. 13,000.00 
Customers’ accounts receivable ............... 50,000.00 
Fourth Liberty loan Somds ............0sscecs 25,000.00 
Merchandise inventory—January 1, 1921 ...... 200,000.00 
EE OD nue cen cde erskepdgev ese cthes 2,000.00 
Branch controlling account .............0.068. 100,000.00 
DEE 0500 dnebeeee ots0nss 0 in hAnas ian 200,000.00 
SE IED Sccccctaveccstdesetechsuyens 62,500.00 
ES ND a on is HICSS IA sesh ki 1,500.00 
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hovel: PAN 6. RS ee 1,250.00 
Cie, MA iis oer > ses cuebnivkktnnkieuies 16,000.00 
Wiltnts: Te aos oo cca sees 18,000.00 
Tienes Be b55s ss 6s ere ee eee 20,000.00 
Gases THD ois ccsc iu cies dees 14,000.00 
eS Pee ee ere 22,000.00 
Common capital stock ................ Beale 200,000.00 
Tarr 80,000.00 
DCMIIIIE IE Bor soak ns Sa os aes Cee 20,000.00 
MerchemG@ige MUPCHOROE 6 ooo. ok oc dc cccc cece 150,000.00 
MantSacturie GRBORSE ou. oc ies ed cccceetes 25,000.00 
TUES TUNE “ads cdo es oi S os + Sao wd eeeate 2,500.00 
Re CG ooo oie ss: 55:0 o snse hae incee wea 7,500.00 
POE 5. FEU xS ben ose hno* shee cee eee eee 35,000.00 
en Bee Pee ree Ce etary Pe Oe EERE te 20,000.00 
CO SUN Fo 6a dos cindabeeeasexarenae 4,500.00 
SE CII i. gs sone nkeenibacaakeuelies 1,500.00 
i |... Sear ednesKoaa od sud cizaptinaeak bec 299,500.00 
Oe CED 2. 45 coe vad ces dheheagtawas cerns 7,500.00 
Discount earned ............ ee ce wud ken 1,500.00 
Se CURIE isc « ivbccncuntebsadasenessinns 500.00 





$948,500.00 $948,500.00 








The following transactions occurred on December 31, 1921, but had 
not been entered upon the company’s records at the time the foregoing trial 
balance was taken. 

The company was granted an increase in its capital as follows: 
$200,000.00 7% cumulative first preferred stock, par value $100.00 a share; 
$100,000.00 additional issue of common stock, par value $100.00 a share. 

The board of directors authorized the sale of all of the preferred 
stock at $95.00 a share, using the proceeds received on December 31st 
to reduce the company’s bills payable and directing that the discount. of 
$5.00 a share be charged to profit-and-loss surplus account. It also 
authorized the sale of the unissued common stock pro rata to the stock- 
holders of record at $100.00 par value a share. 

The common stock holdings before the above transactions were as 


follows: 
ile: Nc i widens 300 shares 
\.  ¢ | eno Seen 410 % 
I So vc cadccaaten 508 “ 
§ ear rererrrrr 270 ss 
CH Se cc dda does cicadenaee 512 ” 


The common stockholders authorized charging to their personal 
accounts the cost of the common stock purchased. 

Draft journal entries covering the foregoing transactions. 
i The accounts making up the branch controlling account were as 
ollows: 


Debits: 

Cae O: OOO8 5556 5s oo a xcins dass cee $ 1,000.00 

CR Oe I, cc oncsawes sce cabana 7,500.00 

Customers’ notes reteivable .............. 4,000.00 

Customers’ accounts receivable ........... 18,500.00 

Merchandise inventory .................++- 78,500.00 

I NII OR oboe os sv ve waree Sees 500.00 $110,000.00 
Credits: 

RE I is oi deci hin anddcabiads $ 1,250.00 

PE hi cin c0500dsneaonaaa aks 250.00 

Reserve to reduce inventory to factory cost. 8,500.00 

Home-office controlling account .......... 100,000.00 $110,000.00 
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The merchandise inventory at December 31, 1921, amounted to 
$191,400.00. | ; ‘ 

The board of directors authorized charging to current year’s operations 
depreciation at the rate of 2% on buildings, 5% on machinery and equip- 
ment and 7'%4% on furnittire and fixtures on the value of these assets as 
shown by the records at December 31, 1921, and also the provision of 
$1,000.00 to cover possible losses from bad and doubtful customers’ notes 
and accounts. 

Draft the necessary journal entries covering the foregoing, also closing 
entries for the year. 

Prepare profit-and-loss statement, profit-and-loss surplus account and 
balance-sheet as of December 31, 1921, after the consummation of all these 
transactions. Soletion 
i ete PP rd ay erp wins ay peadiadireeteaenprs $190,000.00 
Profit-and-loss surplus Th RNa eae gh ioe 10,000.00 

Capital stock—7% cumulative preferred .. $200,000.00 

To record the sale at 90 of the new authorized 
issue of preferred stock. 
EL cvstet i cladmdsahene ens enkaeeeean 190,000.00 
DE cial Sica Rt Mas bc ads dint wikia em baiemnaeg aie 190,000.00 
To record the payment of bills payable from 
the proceeds of the preferred stock. 


NR iin indi Miia anne. tedee wre ques 15,000.00 
EE NE 6 ae ocean daha dpe erneatKeeteawan 20,500.00 
INN i od i os bares Gi ee 25,400.00 
Sp TRAE ee eee ere 13,500.00 
I ac at a ales © and gh ld earns 25,600.00 
RC emeeiners CRMIRND DOOER ais 5 i i:kcs cecencsccece 100,000.00 


To record the sale of the additional common 
stock to the old stockholders, pro rata with 
their former holdings. 


Merchandise inventory .............--.+e++++ 191,400.00 
ON a en enn hoe 191,400.00 
To set up the closing inventory. 
Depreciation—buildings ..............seeseeeee 2,500.00 
Depreciation—furniture and fixtures .......... 375.00 
Depreciation—machinery and equipment ...... 5,000.00 
SE MERION 20255 Sans ae en eka wes 7,875.00 


To provide depreciation at the rates approved 
by the directors. 
Nl i wedi ti vecsnavdandusbeecouns 1,000.00 
Reserve for doubtful notes and accounts ... 1,000.00 
To provide for losses as directed. 

While this is a manufacturing business, it is impossible to determine 
the cost of goods manufactured, because the inventories are not divided 
into materials, goods in process and finished goods. Hence a manufactur- 
ing account can not be set up, and the revenue account can not be properly 
divided into manufacturing, selling and profit-and-loss. 

NR a Sirah dy dt ew adlud Jat 36s mamas $462,375.00 
Merchandise inventory—January 1 ........ $200,000.00 
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Merchandise purchases oo ccccscccoccess 150,000.00 
Manufacturing expense ...............06. 25,000.00 
TONER GEE scien nainauieraniéercucew awesed 2,500.00 
St CS 5 is bd vd di beidonteasans 7,500.00 
PORE a xscsiniasik tinned diieasntacteseans 35,000.00 
GES 6 non cdescicsiewabenede ase 20,000.00 
OGat GHP. is << bncncccatuasscsuceusens 4,500.00 
Pen I 6 csihccnscosscvasinsnaen 1,500.00 
ae ey ee 7,500.00 
Depreciation—buildings .............0000: 2,500.00 
Depreciation—machinery and equipment .. 5,000.00 
Depreciation—furniture and fixtures ...... 375.00 
Dat Gd iisoin dca eechcctnnchchnaseaes 1,000.00 
To charge profit-and-loss with the year’s costs and expenses. 

POPE 2 ere Ty ere. te 299,500.00 

Dison: GE i oi one's ic Sveedukicesndeeeuns 1,500.00 

lnborest GUE 5:oo.6ic 083: pe eee eh oe 500.00 
Pe so cst ckn en ccdencecedeae 301,500.00 

To close the income accounts. 

PrelhG 5 coven cn cnisdketsscrcsasecetn 30,525.00 

Dep on kc eicasscnciocionstne mean 30,525.00 


To close the net profit to surplus. 

It must be noted that this profit does not include the profit from the 
branch which apparently has been credited directly to surplus. The branch 
profit must have been taken up, because the controlling account on the 
home-office bocks agrees with the controlling account on the branch books. 


Tue Back AND WHITE CoMPANY 
PROFIT-AND-LOSS STATEMENT 
For the year ended December 31, 1921 


Crees MOR, ios dicnsck hii. oninds ake eee $299,500.00 
L200 200 MI 538 x6 bin binds Kah scidewdtowed 7,500.00 
ab G0 vcd ccteadilaatiin chatsedintetee 292,000.00 
Deduct cost of goods sold 

Merchandise inventory—January 1, 1921 .... $200,000.00 

MeretROise PUCERORES onc kes cscvicvsscecs 150,000.00 

Manufacturing expense .............ee0e- 25,000.00 

pi | eer Seri errr rr 2,500.00 

POR ini uNieesiw br eicees bn anes x ohas 35,000.00 

Depreciation—buildings ...........seseeee 2,500.00 

Depreciation—machinery and equipment ... 5,000.00 

TO . sss kaasdaines scans aoe eenenee 420,000.00 


Deduct merchandise inventory—Dec. 31, 1921 191,400.00 228,600.00 





Groce S06GE on. GE soi iankisdnbbedewssivexess 63,400.00 
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Deduct operating expenses: 





ee ee Te 20,000.00 

a OP ee ee eee 4,500.00 

Depreciation—furniture and fixtures ...... 375.00 

Provision for bad debts .................. 1,000.00 25,875.00 
Net profit om operations ..........00 cece eeees 87,525.00 


Deduct net financial expense: 


| re 7,500.00 
Discount allowed ............. ccc eee ee eee 1,500.00 
MD. oo kicgsnsccesnckonscecvnsseavenn 9,000.00 
Discount earned ........... $ 1,500.00 
Interest earned ............ 500.00 2,000.00 7,000.00 








Net profit for the year (not including branch 
DEE indo cee Gn siwe eeun nee eomee eens 30,525.00 


THE BLAcK AND WHITE COMPANY 
STATEMENT OF SURPLUS ACCOUNT 
For the year ended December 31, 1921 


Balance—January 1, 1921, plus branch profits 





NE as ede ee dhc eeekeak eae sees val $ 80,000.00 
Deduct: Dividends paid during 1921 .......... $ 20,000.00 

Discount on preferred stock ............. 10,000.00 30,000.00 
Balance December 31, 1921, before taking up 

ME, odccnlcs Gun avin wanes + tarde Siameele ace as 50,000.00 
EE SEE Seta Wecc nec wensecdsraneee 30,525.00 
Balance—December 31, 1921 .................. $ 80,525.00 


THe BLAcK AND WHITE CoMPANY 
BALANCE-SHEET, DECEMBER 31, 1921 


Fixed assets: 


ES one as ceed ea cw bed <e ls $ 25,000.00 
Re re te ee ee $125,000.00 
Machinery and equipment ...... 100,000.00 
Furniture and fixtures ......... 5,000.00 
, | ee ere eee 230,000.00 


Less reserve for depreciation 19,625.00 210,375.00 $235,375.00 
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Stockholders’ personal accounts: 


i ee ee eres ee 2,500.00 
Thee Sa evs k ccc cvtccsas cstdeneseeae 5,400.00 


Cy. FE; TS nce ove puncdbddcsevacdeiesuen 3,600.00 11,500.00 


Permanent investments: 


Fourth Liberty loan bonds ..............+.. 25,000.00 
Current assets: 

Merchandise inventories ..............-..e6: 261,400.00 
Customers’ notes re- 

ceivable ....... $ 17,000.00 
Customers’ accounts 

receivable ..... 68,500.00 85,500.00 

Less reserve for doubtful 

notes and accounts..... 1,000.00 84,500.00 

oe ee eer reer 36,500.00 


oe reer reer 2,000.00 384,400.00 


Deferred charges: 





Presid WOMUNOINOE  o.wok kos ccc. tess vnccugeuntbaegeeameee 2,500.00 
$658,775.00 
Current liabilities: 
DI DIE. 50.005 Geos ds Berea $ 10,000.00 
PAGE DIE 65. 65 006 aided aganaies 63,750.00 
A TE ais i 6650 A chen 1,750.00 
Acres GE a ac ois ts ictsn dank ajetocepen 1,250.00 $ 76,750.00 
Stockholders’ personal accounts: 
Che SS ag oi bo oes nidnk ecu cec ee 1,000.00 
Cee TI 6 occ svvvascsda abn anette an 500.00 1,500.00 
Capital: 
Capital stock: 
7% cumulative preferred ... $200,000.00 
ee ee an 300,000.00 500,000.00 
AER a c0-n.5:s vs 30s dgbn cd eee 80,525.00 580,525.00 





$658,775.00 
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District of Columbia C. P. A. Law 


District commissioners of the District of Columbia have appointed 
the following members of the accountancy board created under the act 
recently passed providing for C. P. A. examinations and registrations in 
the District: William Clabaugh, John J. Miller, R. G. Rankin. The board 
has organized by the election of R. G. Rankin as president and William 
Clabaugh as secretary. 

Following is the full text of the law passed by congress and signed 
by the president of the United States: 


AN ACT TO CREATE A BOARD OF ACCOUNTANCY FOR THE DISTRICT OF 
COLUMBIA, AND FOR OTHER PURPOSES. 


Be it enacted by the senate and house of representatives of the United 
States of America in congress assembled, that any person who has 
received from the board of accountancy, hereinafter created, a certifi- 
cate of his qualifications to practise as a public accountant shall be 
known and styled as a “certified public accountant,” and no other 
person, and no partnership all of the members of which have not 
received such certificate, and no corporation shall assume such title 
or the title of “certified accountant” or the abbreviation “C. P. A.,” or 
any other words, letters, or abbreviations tending to indicate that the 
person, firm, or corporation so using the same is a certified public 
accountant. 


Sec. 2. That for the purpose of this act a public acountant is 
hereby defined as a person skilled in the knowledge and science of 
accounting, who holds himself out to the public as a practising 
accountant for compensation, and who maintains an office for the 
transaction of business as such, whose time during the regular business 
hours of the day is devoted to the practice of accounting as a profes- 
sional public accountant. 

Sec. 3. That there is hereby created a board of accountancy in 
and for the District of Columbia, to consist of three members, to be 
appointed by the commissioners of the District of Columbia, and who, 
with the exception of the members first to be appointed, shall be the 
holders of certificates issued under the provisions of this act. The 
members of the board first to be appointed shall be skilled in the 
knowledge, science, and practice of accounting, and shall have been 
actively engaged as professional public accountants within the District 
of Columbia for a period of at least three years, and shall hold 
office, one for one year, one for two years, and one for three years, 
and until their successors are appointed and qualified. The term of 
each member is to be designated by the commissioners in each 
appointment. Their successors shall be appointed for terms of three 
years from the dates as aforesaid and until their successors are 
appointed and qualified. The commissioners may, after full hearing, 
remove any member of the board for neglect of duty or other just 
cause. The board shall organize by the election of a president and 
a secretary and a treasurer, and may make all rules and regulations 
necessary to carry into effect the purposes of this act. Any two 
members acting as a board shall constitute a quorum for the trans- 
action of business. 

Sec. 4. That the board of accountancy shall not grant a certificate 
as a certified public accountant to any person other than (a) a citizen 
of the United States, or one who has duly declared his or her intention 
of becoming such citizen, who is over the age of twenty-one years, 
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and (b) of good moral character, (c) who is a graduate of a high 
school with a four years’ course or has had an equivalent education, 
or who, in the opinion of the board, has had sufficient commercial 
experience in accounting, and (d) who has received a diploma from 
some recognized school of accountancy and has had one year's 
experience in the employment of a practising certified public account- 
ant, or has had three years’ experience in the employ of a practising 
certified public accountant, and (e) except under the provisions of 
section 6 of this act, who shall have successfully passed examinations 
in the theory and practice of general accounting, in commercial law 
as affecting accountancy, and in such other related subjects as the 
board may deem advisable: provided, that the board of accountancy 
may waive the provision for accounting experience as set forth in 
clause (d) above, and in lieu thereof may hold in abeyance a certificate 
to any person who shall otherwise have qualified until such time as 
the applicant can prove to have served two years in the employ of 
a practising certified public accountant: provided further, that the board 
may waive the requirement for service in the employ of a practising 
certified public accountant, as set forth in clause (d) above, in the 
case of any person who has had not less than five years’ actual and 
continuous experience in auditing the books and accounts of other 
persons in three or more distinct lines of commercial business, but 
nothing contained in this act shall be construed as granting any 
power to waive any provision of this act other than as set forth 
herein, nor shall any such waiver be granted except by the unanimous 
vote of the members of the board. 


Sec. 5. That all examinations provided for herein shall be 
conducted by the board. The examination shall take place as often 
as may be necessary in the opinion of the board, but not less frequently 
than once each year. The time and place of holding examinations 
shall be duly advertised for not less than three days in one daily 
newspaper published in the District of Columbia, beginning not less 
than thirty days prior to the date of each examination. 


Sec. 6. That the board of accountancy may, in its discretion, 
waive the examination and issue a certificate as certified public 
accountant to any person possessing the qualifications mentioned in 
section 4 of this act who is the holder of a certificate as certified 
public accountant issued under the laws of any state or territory 
which extends similar privilege to certified public accountants of 
the District of Columbia, provided the requirements for such certifi- 
cate in the state or*territory which has granted it to the applicant 
are, in the opinion of the board, equivalent to those herein required; 
or who is the holder of a certificate as certified public accountant, 
or the equivalent thereof, issued in any foreign country, provided the 
requirements for such certificates are, in the opinion of the board, 
equivalent to those herein required; or who has been practising as 
a public accountant in the District of Columbia for more than three 
consecutive years next preceding the passage of this act, whose 
qualifications are, in the opinion of the board, equivalent to those 
required by section 4 of this act, and who shall apply in writing 
to the board for such certificate within six months after the passage 
of this act. 


Sec. 7. That the board of accountancy may revoke any certifi- 
cate issued under this act for unprofessional conduct or other 
sufficient cause: provided, that notice of the cause for such 
contemplated action and the date of the hearing thereon by the 
board shall have been mailed to the holder of such certificate at his 
or her registered address at least twenty days before such hearing. 
No certificate issued under this act shall be revoked until the board 
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shall have held such hearing, but the nonappearance of the holder 
of any certificate, after notice as herein provided, shall not prevent 
such hearing. At all such hearings the corporation counsel of the 
District of Columbia or one of his assistants designated by him 
shall appear and represent the interests of the public. 


Sec. 8. That the board of accountancy shall charge for the 
examinations, together with certificates to successful applicants, 
provided for in this act, a fee of $25. This fee shall be payable by 
the applicant at the time of making his or her initial application. 
Should the applicant fail to pass the required examination subsequent 
examinations will be given the same applicant for an additional fee 
of $10 for each examination. From the fees collected under this 
act the board shall pay all expenses incident to the examinations, the 
expenses of issuing certificates, and traveling expenses of the 
members of the board while performing their duties under this act; 
and if any surplus remain on the 30th day of June of each year the 
members of the board shall be paid therefrom such reasonable 
compensation for actual time employed as the Commissioners of the 
District of Columbia may determine; and the remaining surplus, if 
any, shall be covered into the treasury of the United States to the 
credit of the District of Columbia: provided, that no expenses incurred 
under this act shall be a charge against the funds of the United States 
nor the District of Columbia. The board shall annually report the 
number of certificates issued and the receipts and expenses under this 
act during each fiscal year to the commissioners of the District of 
Columbia. 

Sec. 9. That if any person shall represent himself or herself to 
the public as having received a certificate as provided for in this act, 
or shall assume to practise as a certified public accountant without 
having received such certificate, or if amy person having received 
such certificate, shall hereafter lose the same by revocation, as 
provided for in this act, and shall continue to practise as certified 
public accountant, or use such title or any other title mentioned in 
section 1 of this act, or if any person shall violate any of the provisions 
of this act, such person shall be deemed guilty of a misdemeanor, and 
upon conviction thereof shall be punished by a fine not exceeding 
$500, or by imprisonment not exceeding six months, or by both fine 
and imprisonment, in the discretion of the court. 


Approved, February 17, 1923. 





Samuel L. Epstein and Frederick S. Todman announce the disso- 
lution of the partnership of Frederick S. Todman & Co. 





Harry L. Oppenheimer & Co. of St. Louis announce that Albert W. 
Lange has been admitted to partnership in the firm. 





Lybrand, Ross Bros. & Montgomery announce the opening of an office 
in the Citizens building, Cleveland, Ohio. 





Edward R. Burt & Co. announce the removal of their Philadelphia 
office to the City Centre building. 





Pace & Pace, New York, announce that Ralph R. Bishop has been 


admitted to the firm. 
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Correspondence 


“Opportunities for the Young Accountant” 
Editor, The Journal of Accountancy: 


Sir: There is nothing astonishing in the situation described in the 
editorial in the January JourNAL. The last few years have seen an unprece- 
dented output of would-be accountants. On the other hand, since the 
peak years of 1918 and 1919, and over the country as a whole, there 
probably has been a decline in the volume of accounting business. This 
combination of increased supply and diminished demand is what has 
brought about the situation that is agitating the editorial mind. 

Accountants may have an exalted idea of their importance in the 
business world, but they may as well recognize the fact that even they are 
not superior to the law of supply and demand. The market for accountants 
is no more unlimited than the market for wheat, cotton, hogs or other 
commodities. It is, indeed, subject to greater limitations. In order to 
live, people must have something to eat and to wear, but, if the worse 
comes to the worst, they can get along without public accountants. Large 
numbers of them have been trying to do this during the readjustment 
period, and many others have been reducing the employment of accountants 
to a minimum. 

The entry into the public field of vast numbers of budding account- 
ants is creating competition of a kind that is bound to have a demoralizing 
effect upon employment, compensation, and quality of service. Many of 
the men who have gone into public practice during the last two or three 
years have not the remotest chance of success. The prospects of absorp- 
tion, on a satisfactory basis, of the thousands of aspirants to accounting 
fame and fortune who are now being put through the accounting schools 
and C. P. A. mills are decidedly gloomy. 

In the interest of the student, the profession, and the public, it is 
high time for the unsuspecting and ambitious youth of this country to be 
warned against paying attention to the allurements dangled before them 
by those whose chief concern is the collection of tuition fees. The per- 
centage of conspicuous professional and financial successes is no greater 
in the accountancy profession than in other professions, and the young 
man who harbors the delusion that an accounting course is a guarantee 
of early affluence had better get down to earth and turn his attention to 
something else. 

Yours truly, 


Seattle, Washington, January 19, 1923. E. G. SHorRocK. 





Editor, The Journal of Accountancy: 
Str: There appears, in the January issue of THE JOURNAL OF 
AccoUNTANCY, an editorial on “Opportunities for the Young Accountant.” 
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In this editorial it is stated that the writer is at a loss to account for the 
fact that there is a lack of demand felt over the country for trained and 
efficient professional accountants. I believe there are some very clear 
reasons, and if I may, I shall suggest a few. 

First of all, there is a clearer understanding of income tax by the 
layman than there has been in the past. This is due to the repeal of 
the excess-profits-tax law and the doing away with the necessity of so 
elaborate a tax return. Second, more corporations and firms are employing 
on their regular office staffs accountants who are qualified to take care 
of all such matters, and these firms are paying salaries to get such men 
that the average professional accountant doesn’t get for many years. 
Third, there is no doubt that the editor is correct in stating that the 
numerous schools turn out hundreds of incompetent so-called accountants, 
and that these have caused some disturbance. This, however, should not 
last long, for as you know, one could buy a degree as medical doctor a 
few years ago, and get it easily, but there are no such things possible now. 
The quack doctor and the incompetent accountant will not last. 

Yours truly, 


Evansville, Indiana, January 31, 1923. V.C. Kiser. 


ALEXANDER REINFELD 


Alexander Reinfeld, member of the American Institute of Account- 
ants, certified public accountant (New York), died March 13, 1923. 





WILLIAM T. SIMPSON 
William T. Simpson, member of the American Institute of Account- 
ants, died March 4, 1923. 


Frederick W. Wulfing and Samuel L. Epstein announce the 
formation of the firm of Epstein & Wulfing, with offices at 115 
Broadway, New York. ; 





Coffield, Sanders & Company, Indianapolis, announce that P. W. 
Pinkerton has been admitted to the firm. 





Coughlan & Coughlan announce the removal of their office to 949 
Broadway, New York. 
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Book Reviews 


ACCOUNTING PROBLEMS: INTERMEDIATE, by Cuarzes F. 
RITTENHOUSE and ATLEE L. Percy. McGraw-Hill Book Co., New 
York. Cloth, 429 pages. 


Accounting Problems is a text-book of problems and exercises in ac- 
counting for second-year and advanced students. It is divided into two 
parts. Part I consists of model forms of financial statement, trial balances, 
balance-sheets, profit-and-loss statements and transcripts of journal entries, 
taken from various business firms and corporations. It also contains stand- 
ard forms adopted or recommended by the federal reserve board and by 
bankers. The authors use the term “model,” but active practitioners 
may take exception to some of the forms. For instance, in the profit- 
and-loss statement of the Harmon-Streeter Co. (p. 33) dividends ap- 
parently take precedence over the provision for sinking fund for bonded 
indebtedness. 

Part II consists of about four hundred problems and questions in 
accounting theory and practice, many of them being original problems 
derived from the experience of the authors (who are certified public 
accountants), but the majority of them are taken from various American 
Institute and state C. P. A. examinations. They are classified to cor- 
respond to the usual curricula in accounting courses, a great advantage 
over the customary method of drilling students haphazard with questions 
taken at random from published examination questions. No solutions 
are furnished, but the student is given a few hints now and then as to 
what the question is aiming at, and cross-references to preceding model 
statements and ample bibliographies at the end of each section indicate 
where underlying principles and procedure may be found. This is an 
excellent method for laboratory work. 

Altogether a helpful book for the teacher and a most useful one 
for the student preparing to take the C. P. A. examination. 

W. H. Lawton. 





ACCOUNTING THEORY WITH SPECIAL REFERENCE TO 
THE CORPORATE ENTERPRISE, by Witr1am Anprew Paton. 


The Ronald Press Company, New York. Cloth, 508 pages. 


It is to be expected, perhaps, in these days of somewhat bewildering 
changes of attitude toward the established order of things, that we 
should be presented with an attempt at a new, or as Dr. Paton says, “a 
restatement of,” the theory of accounting. As its sub-title indicates, the 
author of Accounting Theory reverses the traditional attitude of Sprague, 
Hatfield, et al., which views the business enterprise from the proprietary 
standpoint and, basing the theory on sole proprietorship, seeks to apply 
it to all other forms of ownership. Instead, Dr. Paton adopts the man- 
agerial point of view as exemplified in corporate ownership and en- 
deavors to apply it to other forms. In order to do this he adopts the 
premise that a busingss enterprise is a distinct entity “although not with- 
out important qualifications.” Succinctly, as the author says, 
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“In other words, the view that the balance-sheet is composed of 
three distinct categories, assets, liabilities and proprietorship, and that 
the first two of these classes are of importance primarily in that their 
difference discloses the last, is abandoned, and the theory of the 
accounting system is presented in terms of two fundamental dimen- 
sions, properties and equities” (p.iv). 

In short, for the classic equation of the fathers— 

Assets==Liabilities plus Proprietorship, 

Dr. Paton would substitute— 

Properties (Assets)—Equities. 

“Equities” is a shorter and more inclusive title for the right-hand 
side of the balance-sheet, expressing the idea that each account, including 
those indicating net worth, under this head states its equity or claim on 
the assets. It is therefore more accurate than the customary “liabilities,” 
and much less cumbersome than the correct but lengthy title, Lia- 
bilities and net worth.” As a manner of nomenclature it would be wel- 
comed by the profession no doubt, though it is not at all likely that it 
will supersede the time-honored present title in the business world. As a 
scientific term it is accurate and has its proper place in a scientific theory. 
The curious thing is, however, that if we admit the author’s premise— 
that the business itself is an entity or personality—there is appar- 
ently no logical reason why the old title, “liabilities,” should not 
be retained. If it is assumed that the business is entirely distinct and 
separable from the proprietor, then it would be a perfectly logical 
deduction that the net worth is the amount owed by the business to 
the proprietor. But this is of minor importance. 

What is important and fundamental in the discussion that follows in 
the book is the conception of the business as an entity in itself. Granting 
that premise, Dr. Paton has built up a very logical and consistent theory 
of accounts applicable as well to the corner grocery as to the United 
States Steel Corporation. . 

Incidentally, in view of the author’s keen sense of logic, I confess 
some surprise at Dr. Paton’s criticism of our English cousins in the mat- 
ter of balance-sheet form. Dr. Paton accuses them of inconsistency 
because they adhere to the universal practice of stating debits and credits 
on the left and right sides respectively of individual accounts, but reverse 
the practice in the balance-sheet (p. 102, footnote). On the contrary it 
seems to me they are both consistent and logical. A balance-sheet is 
nominally supposed be a list of balances taken from the ledger as of 
the date of closing, and the English custom logically lists them on the 
same side as that oa which they appear in the ledger-accounts. The 
universal custom shows those balances as they will appear the day after, 
when the ledger-accounts are re-opened. When we remember, however, 
that the balance-sheet in old days was merely a transcript of the balance 
account actually carried on the ledger for closing and re-opening pur- 
poses, it is easy to understand how the universal practice arose. It is 
no doubt the preferable form—one naturally lists his assets first and then 
the liabilities or claims against them—but it does not follow that the 
English custom has no theory to support it. W. H. Lawton. 
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STORES AND MATERIAL CONTROL, by Mapison CartMe.Lt. The 

Ronald Press Co., New York. Cloth, 459 pages. 

Probably less attention is paid to stores than to any other depart- 
ment of average manufacturing organization. The production manager, 
under whose authority this department naturally falls, is averse to spend- 
ing any more money than he can help on “unproductive labor” as he re- 
gards it. Yet consider— 

“The requisition or inquiry for the thing wanted first comes to the 
clerk in charge of the controlling stores records. He ascertains from 
the records whether the article called for is in stock and if not 
whether it is to be purchased or manufactured. If the article is to 
be purchased the purchasing department is called upon to procure 
it; if it is to be manufactured the control department sets in mo- 
tion the requisite order and accompanying papers to initiate its 
manufacture ; 

Thus the control department is the agency through which pass all 
details of orders for articles to be made by the various departments 
of the plant. It receives the production order requirements from the 
clerk or the head of the division in charge of the stores records, 
plans the work, and schedules and routes it through the shops.” 


(p. 17) 
This bare statement should suffice to make it plain that a properly 


organized stores department, i. e., a control of materials and supplies in 
their procurement by purchase or by manufacture, their easily accessible 
storage, and their delivery for consumption by the shops or by the sell- 
ing department, is as vital to the smooth running of the enterprise as the 
financing or selling department. It also affords ample warrant for the size 
of this book which is devoted solely to the procedure of establishing 
efficient control of materials and stores. 

Stores and Material Control will be welcomed by public accountants 
specializing in cost accounting and may be profitably studied by those 
who confine their practice to auditing. Mr. Cartmell writes from his 
experience as industrial engineer and as cost accountant, a combination 
that guarantees breadth of view as well as attention to details. The 
latter is the distinctive feature of the book, and will probably be its 
greatest value to the reader. Theoretically we all know that any good 
system of cost accounting implies a proper method of accounting for the 
materials and stores used, and no doubt most of us could answer glibly an 
examination question on the subject. But how many can wisely under- 
take to install a complete and workable system with all the multifarious 
details which are covered in this book or even to audit an existing system 
intelligently ? 

To be sure Mr. Cartmell does not confine himself to accounting for 
storeskeeping. A good part of the book is given to the procedure and 
methods to be followed in handling, standardizing, storing, issuing, etc., 
the materials themselves. By paying special attention to procedure of 
large plants, the author lays down basic principles which apply as well to 
small organizations, and permit of easy and logical development upon 
business expansion. 

There are interesting chapters on taking inventories, and on the legal 
aspects of purchasing, with reference facilitated by a good index and 
practical working forms illustrating methods. W. H. Lawton. 
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